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PREFACE 


A number of excellent books have been written about life 
insurance However, they have dealt chiefly with the Ordinary 
branch of the business, in which insurance is commonly issued 
in umts of $1,000 or more and premiums are payable annually, 
semiannually, quarterly, or monthly Although the Ordinary 
life insurance in the United States had grown to the huge sum 
of $89,200,000,000 by the end of 1943, a large portion of the 
American public is still financially unable to purchase the mini- 
mum unit of insurance sold in this branch or to pay the premiums 
as reqmred 

To provide suitable protection for people of more modest 
means. Industrial life insurance was established as a separate 
branch of the business more than two-thirds of a century ago. 
This insurance is based on the same sound principles as Ordinary, 
but the units of insurance are smaller, and the premiums are 
payable weekly (or in some cases monthly) and usually are 
received by agents at the policyholders' homes. At the end 
of 1943 more than 50,000,000 people in the United States — men, 
women, and children, chiefly of wage-earning families — were 
enrolled as Industrial policyholders and owned $24,500,000,000 
of such insurance. 

Although Industrial life insurance serves more people than does 
the Ordinary branch, it has been diflScult for persons not con- 
nected with the business to obtain reliable and up-to-date 
knowledge about it. Many major changes have taken place in 
this business in recent years Much of the information that 
has been available to the pubhc is out of date, and some matenal 
is incomplete, superficial, or misleading. This book has been 
written to give a nontechnical explanation of Industrial life 
insurance as it is conducted today by the leading compames 
in the United States. 
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Since the smaller policies and premiums chaiacteristic of 
Industrial life insurance require special methods of servicing, 
many life insurance companies have not undertaken it. In 
over 30 of the more than 100 companies which do issue Indus- 
trial life insurance in the United States, the volume in force is in 
excess of 150,000,000 Many companies which have a smaller 
volume have devoted most of their attention to a combination 
of life, health, and accident insurance in which the health and 
accident elements predominate. This combination insurance 
is sold in small amounts with small premiums received at fre- 
quent intervals by agents calling at the policyholders' homes 
It is also called Industrial insurance, but since it is not primarily 
life insurance, it is not discussed in this book 

Practices and experience natuially differ somewhat among the 
companies It is not feasible, within the s^e of any one book, 
to present in detail a discussion of the varioue phases of Indus- 
trial life insurance operations for many companies About 
three-fourths of that insurance in force in United States com- 
panies IS in the three largest American companies transacting 
it, namely, the Metropolitan Life Insurance Company, The 
Prudential Insurance Company of America, and the John 
Hancock Mutual Life Insurance Company. 

A detailed analysis is made for the Metropolitan, with which 
the author is most familiar, and mention is made of the more 
important differences from Metropolitan practice in the proce- 
dures of the other two companies In general, the practices 
desenbed are those in use at the present time Because of the 
war emergency, companies have instituted certain modifications 
and simplifications of practice; where these aie of a temporary 
nature only, they have been ignored in the text in order to 
present a typical picture of the operation of the business in 
normal times. 

Terms peculiar to life insuiance are defined where they 
first appear in the text, and a reference to the location of all 
such defimtions is included in the index 

Part I of the book, in addition to serving as a general introduc- 
tion to the subject, summarizes some of the principal facts 
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about Industrial life insurance, which are presented in more 
detail in subsequent parts. 

The treatment of the subject m the main text has been limited 
to matters of general interest Additional details, which will 
be of interest to many readers, are presented in the appendices^ — 
which comprise about one-third of the book 

In order to permit the reader to obtain an understanding of the 
operations of Industrial life insurance, it has been necessary to 
present experience and explain practices in some detail To 
assure accuracy in the presentation, speciahsts in various phases 
of the subject were requested to review appropriate sections of 
the manuscript The author desires to take this opportumty 
to express his appreciation for their cooperation 

Corliss L. Parry, Ph.D , deserves special mention for his many 
contributions, particularly to Chaps VI and IX The author’s 
greatest indebtedness is to Harold A. Lachner, F A.S , F.A I A.> 
who, throughout the preparation of the book, gave most gener- 
ously of his time to collaboration. 

Malvin E Davis 

New York City, 

August, 1944 
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PART I 

Introduction and Summary 



Part I, which consists of one chapter j explains kow the Industrial 
branch of life insurance came into being and how it has developed 
to its present position. This part also summarizes some of the 
principal facts about modern Industrial life insurancCj discussed 
in greater detail in subsequent parts 



CHAPTER I 


LIFE INSURANCE FOR FAMILIES OF MODEST MEANS 

Life insurance plays a vital part in the economic life of the 
United States, where it has achieved its broadest development 
As befits a democratic country, the benefits of life msurance 
have not been confined to the well-to-do but have been spread 
widely throughout the population. 

The present wide distribution of life insurance protection 
among lower-income families has been due to the development of 
the Industrial branch of the business As its name implies, 
this branch was designed primarily to meet the requirements of 
industrial workers and their families Through this medium, the 
companies have made available life insurance which m size of 
policy, frequency of premium payment, and method of servicing 
and administration has been especially adapted to the needs and 
circumstances of these families. 

At the end of 1943, some 50,000,000 people m the Umted 
States owned 93,500,000 Industrial life insurance policies, which 
provided them with insurance amounting to $24,500,000,000 

Early Attempts at Insurance for Workingmen. — Industrial 
life insurance originated in Great Britain in the nineteenth 
century and was the culmination of a long series of attempts to 
provide life insuiance for the working classes. 

Throughout the seventeenth and eighteenth centuries, there 
had been a tremendous growth of local associations known as 
Friendly Societies and Burial Clubs, which undertook through a 
system of mutual aid to relieve the worker from financial hard- 
ships imposed by sickness and death In the nineteenth century, 
with the inci easing industrialization of Great Britain and with 
the migration of workers to cities, these local country groups 
were largely superseded by larger Friendly Societies formed m 
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industrial centers, which, through branches, extended their mem- 
bership into rural communities. 

In the small local clubs, members had customarily brought 
their contributions to the frequent social meetings. Some 
members would later call on those who had been absent to receive 
their dues The laiger Friendly Societies found it more expedient 
to have representatives make systematic visits at regular intervals 
to the homes of all members rather than to attempt to collect 
dues at local meetings 

However, the financial methods of the Friendly Societies and 
Burial Clubs were unsound They ignored sound actuarial prin- 
ciples such as assessing the cost fairl^^among members and 
arranging the financing so that the cost would not continue to 
increase until it became prohibitive Each member was assessed 
the same amount, irrespective of age. As the members' ages 
increased, the proportion that died each year increased Con- 
tributions that at first seemed sufficient to provide the promised 
benefits proved inadequate, and many societies were unable to 
meet their obligations and failed 

Beginning of Industrial Life Insurance. — By the year 1800, 
life insurance companies had become established in Great Britain 
on a sound actuarial basis. Knowledge of death rates and of 
the application of mathematical principles had so advanced 
that it was possible to compute a life insurance premium, for 
a person insured at any age, that would remain the same as 
long as the insurance continued and would be adequate for the 
benefits promised. 

However, the reliable protection offered by life insurance 
companies was largely out of reach of wage-earning families It 
was issued only in larger amounts than these families could 
afford, premiums were not payable in small, frequent instalments, 
and there was no home-collection service The lower-income 
families still had to rely on the uncertain protection of Friendly 
Societies and Burial Clubs. 

In 1853, a committee of the British House of Commons called 
attention to the defects of Friendly Societies and Burial Clubs 
and to the need for extending dependable life insurance to the 
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lower-income groups. Largely as a result of this report, the 
Prudential Assurance Company of London, which had been 
transacting Ordinary life insurance, opened an Industrial branch 
in 1854. 

As m Ordinary life insurance, the Industrial premiums varied 
with the age (at issue) of the insured and were computed on the 
level-premium basis, remaining uniform throughout the period 
of payment. Thus, they were greater than needed to pay claims 
during the earher years of the pohcies. This pernutted accumu- 
lation of a fund with which to augment premiums in the later 
years when the policies would be subject to much higher death 
rates. 

The existence of this reserve fund made possible the continued 
solvency of the business without having to rely, as did the Friendly 
Societies and Burial Clubs, on extra assessments or on a continual 
influx of new members. The Prudential promised a definite 
benefit for a definite weekly premium — ^and kept its promise 

The Prudential recognized the need for providing hfe insurance 
to these families in small amounts, with premiums payable 
weekly and receivable by representatives calling regularly at the 
policyholders^ homes 

Thus, when the sound 'principles of level-premium life insur- 
ance were wedded to appropriate 'methods of servicing small 
policies, dependable hfe insurance for famihes of modest income 
was made possible, and Industrial hfe insurance was born. 

Industrial Life Insurance Comes to the United States. — The 
situation in the United States at the close of the Civil War was 
similar to that which had prevailed earlier in Great Britain 
Although life insurance was being conducted successfully by a 
number of reliable companies, their clientele was almost entirely 
in the middle- and upper-income groups 

In general, Ordinary pohcies were issued for amounts of 
insurance of $1,000 or more, with premiums payable no more 
frequently than four times a year. Some companies offered 
insurance in smaller amounts, and a few offered policies with 
premiums payable monthly or even weekly. Their failure, 
however, to provide for receiving premiums at policyholders' 
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homes kept this insurance from being practical for wage-earning 
families. 

At that time, American wage earners were limited largely 
to death benefits sold by organizations which operated similarly 
to the early British Friendly Societies. The inherent unsoimd- 
ness of the assessment method of charging for insurance was 
again demonstrated by its failure in the United States A 
demand arose for dependable protection adapted to the needs 
of the lower-income groups To meet this demand, the branch 
of life insurance which was proving successful for wage earners in 
Great Britain — Industrial life insurance — was introduced in this 
country. 

On Nov. 10, 1875, the Prudential Insurance Company of 
America (then the Prudential Friendly Society) issued its first 
Industrial life insurance policy. Four years later the John 
Hancock Mutual Life Insurance Company and the Metropolitan 
Life Insurance Company, both of which were already transacting 
Ordinary life insurance, also began the sale of Industrial 
These three companies are today the largest in the Industrial 
field, and together have about three-fourths of the total amount of 
such insurance in force in United States companies 

Although a number of other companies have large Industrial 
branches, the Metropolitan, Prudential, and John Hancock will 
be referred to as the three large Ordinary-Industrial companies A 
It is with the practices and experiences of these three companies 
that this book is primarily concerned. 

Early Differences between Industrial and Ordinary. — Reflect- 
ing the more limited means of the wage-earning groups, the 
Industrial policies were made available for much smaller amounts 
of insurance than the $1,000 minimum prevalent in the Ordinary 
branch, and premiums were payable weekly rather than quarterly 
or less frequently. Industrial policies were issued with premiums 

^Each of these three companies also writes Group life insurance, but 
the designation OrdinaryMndustnal will be used for brevity. Companies 
that write mdividual life msurance in only the Ordinary form will be called 
Ordinary companies 
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as small as 5 cents a week; one company issued children's policies 
for a weekly premium of 3 cents. 

The need for an appropriate method of receiving the small 
individual premiums was also recognized The Ordinary 
practice of remitting premiums by mail, besides being incon- 
venient, would have incurred costs for postage and money- 
order fees that would have been entirely disproportionate to the 
small weekly premiums Furthermore, the insurance would have 
been much more difficult to keep in force if premium payments 
had not been made as convenient as possible. 

For these reasons, it was found essential to have agents call 
regularly at the homes of the pohcyholders. Each agent was 
assigned a fixed area within which he would receive premiums. 
Such an area is known as a debit, and the insurance serviced in 
this manner is often referred to as debit insurance or insurance 
on the debit plan 

The debit plan has made possible the efficient conduct of life 
insurance with small, frequent premiums. Under this plan 
of operation, the agent's detailed records of premium payments 
on individual pohcies permit the home office to dispense with 
similar records. The agent reports premium payments in bulk, 
and individual policies are reported only when their premium- 
payment status has changed A single Premium Receipt Book 
is used for all weekly-premium policies in a family in place of 
individually prepared and mailed premium notices and receipts. 
These simplifications of procedure have resulted in considerable 
economies of operation ^ 

In the early days other important differences existed between 
Ordinary and Industrial life insurance. Ordinary was not com- 
monly written on the lives of children, and, if women were 
insured at all, they were generally charged higher premium 
rates than men. In recognition of the greater need of lower- 
income groups for insurance on all members of the family. 
Industrial life insurance was offered to all persons from one year 

1 The debit system of premium accountmg is explamed m Appendix J, 

p. 281 
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of age to age sixty or older, and women were accepted at the 
same premium rates as men.^ 

Ordinary policies were offered on several plans of insurance. 
Policies on the life plans, under which the insurance was payable 
at death whenever it occurred, were available both on the 
whole-hfe plan,^ with premiums payable throughout life, and on 
hmited-premium-payment life plans, with premium payments 
limited to a stated maximum period. In addition, Ordinary 
policies were issued on term plans, under which the insurance 
was payable only if death occurred within a stated period, and 
on endowment plans, under which the insurance amount was 
payable at death if the insured died within a stated period or at 
the end of that period if the insured had not died. Endowment 
policies thus include a specific savings feature as well as a death 
benefit. 

Industrial policies were originally offered only on the whole- 
life plan. It was soon recognized, however, that endowment 
policies for small amounts would be as valuable to industrial 
wage earners as larger endowment policies had proved to be for 
Ordinary policyholders Accordingly, Industrial life insurance 
on endowment plans was introduced in 1892 . Somewhat later, 
limited-premium-payment life plans were also provided. 

Progress in Liberalizing Policies. — The Industrial policy 
contract, like the Ordinary, has been improved and liberalized 
in many respects over the years. One of the first liberalizations 
was the inclusion of a provision whereby a policyholder who 
discontinued premium payments after a specified minimum 
period would be entitled to receive a nonforfeiture benefit. 

At first this nonforfeiture benefit was granted only if specifically 
requested by the insured within a limited period after default 

1 Prior to 1923, four states prohibited the sale of insurance on children in 
their first year of life In 1923, these restrictions were removed in New 
York and New Jersey (later in Nebraska and Colorado), and in that year 
the three large companies extended the issue of their Industrial life insur- 
ance to children under one year of age 

^ The term ordinary life is commonly used for this plan by Ordmary com- 
panies, but Ordmary-Industrial companies generally use the term Thhole life 
to avoid possible confusion with the Ordinary branch of the business. 
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in premium payments. Later, such benefit was made available 
automatically, without requiring any request from the pohcy- 
holder, after premiums had been paid for the specified mini- 
mum period, and this minimum period has been progressively 
shortened. 

Nonforfeiture benefits were at first available in only one 
form, m most cases as some form of msurance protection Sub- 
sequently, in many cases policyholders were granted a choice 
of forms, and the nonforfeiture benefit m the form of a cash 
surrender value was made more generally available 

Current Industrial pohcies of the three large Ordinary- 
Industrial companies provide nonforfeiture benefits m the form 
of paid-up term insurance^ after premiums have been paid 6 
months (in one company even after 3 months), and permit the 
nonforfeiture value to be taken in cash after premiums have 
been paid 3 years Before premiums have been paid 3 years, 
no substantial amount has been paid in premiums and the 
nonforfeiture value is generally small. Since the payment in 
cash of very small amounts would involve disproportionate 
expense, the nonforfeiture value is then granted only in the form 
of paid-up term insurance. 

Early Industrial policies, like contemporary Ordinary policies, 
contained certain restrictive clauses deemed necessary for 
safety. For example, no death benefit was payable if the insured 
died by suicide, or from violation of law, or engaged m the 
manufacture of explosives In some cases, no benefit was 
payable for death resulting from the use of intoxicating drinks, 
opiates, or narcotics, from intemperate habits, or from injuries 
received while intoxicated. 

Only a fractional part of the insurance was payable if the 
insured died within 1 year after the policy was issued. One 
clause specified that all statements in the application for insur- 
ance were warranties,” which meant that the policy could be 

1 Under this benefit, if death occurs within a limited period, the same 
amount of insurance will be payable as if premiums had continued to be 
paid This form of nonforfeiture benefit is also called extended or continued 
msurance 
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declared void by the company at any time for any misstatement 
in the application, whether material or not. 

As experience was gained all these restrictions were eliminated, 
and it became possible to liberalize the policy contract in other 
ways After policies had been m force for a specified minimum 
period — generally 1 or 2 years~they were made incontestable, 
i e , they could not be declared void by the company despite any 
incorrect statement the policyholder might have made in the 
application Provision was made for adjusting the amount of 
insurance if the insured’s age had been misstated, and a definite 
period of grace, a 4-week extension of tim^ for payment of 
premiums, was included in the policy. A Ittause was added 
permitting reinstatement after a policy had lapsed through 
nonpayment of premiums. 

Today the more important provisions of Ordinary and Indus- 
trial policies are the same or similar. Some options granted 
Ordinary policyholders are not included in Industrial contracts 
because they would be of little use with small amounts of insur- 
ance and would involve disproportionate expense For example, 
the provisions for policy loans and for settlement in the form of 
income over a period of years or for life would not bo practical 
for such small policies On the other hand, the smaller amounts 
have made it feasible for the Industrial policy to offer certain 
more liberal provisions than the Ordinary contract, such as the 
conditions under which the company may contest claims 

In time, two supplementary benefits were added to new 
Industrial policies without specific extra charge, and were 
extended to the existing Industrial policies as well One of these, 
first granted in 1916, provided a cash payment and the con- 
tinuance of the insurance in force as fully paid up if the insured 
became totally blind or sustained certain losses of limbs In 
1928 another benefit was added whereby, except at very young 
or very old ages, an additional sum equal to the face amount of 
the policy was payable if the insured died by accidental means ^ 

1 A comparison of the Industrial policies issued by one large company in 
1879 and in 1943, reproduced in Appendices C and D, pp 240-241, shows 
the great improvements that have been made m benefits and provisions 
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ABide from the benefits stated in the policy, Industrial policy- 
holders of two of the large companies have, for many years, 
received visitmg-nurse service dm mg illness without specific 
extra charge. This and other welfare work carried on by the 
three compames, mcluding distribution of health literature and 
contributions to medical research, has materially aided in 
improving general health standards and in reducing death rates 
among wage-earning families. 

The three large companies are mutual organizations; they 
have no stockholders and no one but the policyholders share in 
any profits that accrue While the John Hancock started as a 
mutual company, the Metropolitan and Prudential began as stock 
companies The Metropolitan was mutualized in 1915. Since 
that year the Prudential also has operated, for all practical 
purposes, as a mutual company, although a very small amount 
of its capital stock remained outstanding until 1943. Even 
prior to 1915, the Metropolitan and Prudential paid substantial 
dividends or “ bonuses to their Industrial pohcy holders 

The increasing efficiency of transacting the business has 
resulted in substantial savings in operating expense which have 
benefited the weekly-prexmum policyholder. Further economies 
have been made possible to those who pay premiums without 
using agents^ services. For over 30 years, one of the three large 
compames has offered to its policyholders a refund of 10 per 
cent of the premium if weekly premiums are paid for at least 
1 year directly to any one of its hundreds of offices Today 
almost one-third of the weekly premiums of this company are so 
paid The refund provision has been included in policies issued 
by the other two large companies since the beginning of 1939. 

The value of this provision has been recognized in the New 
York insurance law, which has required its inclusion in weekly- 
premium policies issued to residents of that state since 1941. 
Most weekly-premium policyholders, however, still prefer to 
have the agent call at their homes to receive the premiums. 

Development of Other Life Insurance for Wage Earners. — 
Industrial life insurance, through its small policies, weekly 
premiums, and home collection service, proved to be particularly 
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adapted to the needs of most wage-earning families. Ordinary 
life insurance met the needs of those who wanted policies of more 
substantial amounts and who could conveniently remit premiums 
to the company at quarterly or less frequent intervals. As the 
years passed it became evident that increasing numbers of wage 
earners who were purchasing the larger Industrial policies could 
pay premiums less frequently than weekly, although Ordinary 
policies for $1,000 or more with premiums payable quarterly were 
beyond their means 

The first step toward providing insurance adapted to such 
wage earners was the introduction in the 1890^s of Intermediate life 
insurance, a class of Ordinary with policies for amounts as low 
as $500 and with premiums remittable quarterly or less often 
The premium rates were less than for Industrial policies but 
somewhat higher than for the regular Ordinary policies 

The introduction of Intermediate policies enabled many wage 
earners to obtain insurance at a cost lower than for weekly- 
premium policies. However, most families still found quarterly 
premiums unsuitable. To meet the needs of families that could 
pay premiums less frequently than weekly but not quarterly, 
monthly-premium insurance was introduced in the middle 1920's 
by a number of Ordinary and Ordinary-Industrial companies. 
Mailing premium notices and receipts and keeping records in the 
home office for each premium payment, as in the case of other 
Ordinary policies, would have involved disproportionate expense 
on small monthly premiums. Hence, Ordinary companies 
usually permitted monthly payments only when the monthly 
premium was $10 or more 

The large Ordinary-Industrial companies were able to issue 
monthly-premium policies, either as Ordinary or Industrial 
contracts, for much smaller amounts by receiving premiums on 
the debit plan, the same as for weekly-premium policies. These 
poheies could be offered at a lower cost than weekly-premium 
insurance because of their less frequent premium payment and 
larger average size Hence, many persons who could formerly 
purchase insurance only on a weekly basis can now obtain insur- 
ance at lower cost. 
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Group life insurance, introduced in 1912, has been very helpful 
in providing wage-earning families with well-rounded insurance 
programs.^ In its most common form, it msuies the employees 
of a business orgamzation under a single policy The employees 
are usually divided into broad classes accordmg to theii com- 
pensation, and within such classes each insured employee is 
covered for the same amount. 

The insurance is customarily on the 1-year term plan and is 
written without medical examinations In some cases the 
entire cost is paid by the employer, but usually the employees 
pay part of the cost at a fixed rate independent of age The 
employees’ contributions are paid by pay-roll deduction authoi;- 
ized by each insured employee and are paid to the insurance 
company by the employer Today many millions of workers 
have low-cost protection under Group policies to supplement 
other insurance holdings during their working years when the 
need for protection is greatest 

There has been a tremendous increase in recent years in the 
types of protection written predominantly among wage-earning 
families This is particularly true of the lower-cost forms of 
such protection — weekly-premium policies with premiums paid 
directly to a company office, monthly-premium-debit policies, and 
Group life insurance The growth of life insurance for working- 
men, and the trend toward the lower-cost forms more recently 
developed are shown in Table 1 and Fig. 1. 

Through these varied forms of protection, wage-earning 
families are enabled to buy sound life insurance suited to their 
circumstances m form, amount, and frequency of premium pay- 
ment Many families cannot budget all their premium money 
on a monthly basis but can do so for at least a part of their 
insurance In some families the principal wage earner is insured 
under a monthly-premium policy while other members own 
weekly-premium insurance in smaller amounts. While women 
are now accepted for Ordinary life insurance on equal terms with 
men and Ordinary pohcies are now offered to children, many 

^ Group life insurance is described more fully m Appendix B, p 234 
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families continue to find that the smaller amounts of Industrial 
life insurance best fit the needs of dependent members. 


Table 1. — ^Distribution on Life Insurance in Forge in One Large 
Ordinary-Industrial Company* 

At the End of 1923, 1933, and 1943 



Amount of insurance, 

Per cent 


millions of dollars 

distribution 


1923 

1933 

1943 

1923 

1933 

1943 

Weekly-premmm Industrial 







Premiums paid to agents call- 
ing at the home 

Premiums paid direct to a 

S3 , 393 

$ 4,128 

$ 4,498 

78 1 

42,1 

25 1 

company office ... 

Monthly-premium-debit (Indus- 

335 

1,407 

2,069 

7 7 

14 4 

11 6 

trial and Ordinary) 

0 

1,823 

5,134 

0 

18 6 

28 7 

Group ... 

617 

2,442 

6,201 

14 2 

24.9 

! 34 6 

Sum of the above . . ' 

Ordinary other than monthly- 

$4,345 

1 9,800' 

$17,902 

100 0 

100 0 

100.0 

premium-debit 

4,635 

8,246; 

9,939 




Total . 

$8,980 

$18,046 

$27,841 





* Exclusive of paid-up insurance. 


Despite greatly increased incomes of wage earners, there are 
still large numbers of families whose incomes are but little above 
basic living expenses Modest amounts of insurance are as 
useful to these people as are larger sums to families of greater 
means Many of these families are unaccustomed to conserve 
funds from one payday to the next, so that the premium they 
can pay is limited by what they can spare from current wages, 
which most workers receive weekly Thus, for a large segment 
of the population, it is necessary that premiums be payable 
weekly and that insurance be issued in small units. 

SOME FURTHER ASPECTS OF MODERN INDUSTRIAL 
LIFE INSURANCE 

Selling and Programing. — ^Although the public has come to 
recognize the desirabihty of life insurance, it is still necessary 





Monthly - premium (fnc/usfna! and Ordinary) life insurance j Premiums paid fo ogenh 
Weekly -premium Indus! rial hfe insurance. Premiums paid a! company office 
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to overcome human inertia by active selling The very limited 
amount of insurance sold under schemes operated without the 
aid of agents clearly demonstrates that the agent is still an indis- 
pensable part of the business. Through his efforts, life insurance 
has been distributed on a wide scale and has become a real force 
for social good. 

Life insurance companies have recognized the need for agents' 
services not only to persuade people to insure, but to help them 
establish sound insurance programs Unsound programs may 
result if proper guidance is lacking Companies, to an increasing 
extent, are instructing and training their agents in the principles 
of fitting insurance to a family's needs and circumstances. 
They are supplementing such instructiA with specific rules in 
issuing new policies 

These practices and regulations differ among companies, but 
all are aimed at sound programing. Within each company they 
are changed from time to time as conditions change and as 
means are ’found of effecting improvement. The current 
programing practices applied to Industrial policies by the 
company used for illustrative purposes throughout this book 
may be summarized as follows 

Although various surveys have demonstrated that American 
wage-earning families apply only a small proportion of their 
income to life insurance,^ specific steps are taken to avoid the 
sale of more insurance than a family can reasonably afford. 
If an application for new insurance discloses that the family's 
total premium outlay would require an undue proportion of its 
income, the insurance being applied for will not be issued 

Those who purchase insurance in units of $500 or more, or for 
whom higher-premium plans (such as the 20-year endowment) 
are suitable, should be able usually to pay premiums monthly or 
less often In view of this, weekly-premium pohcies are written 
^ only on the lower-premium plans (those with premium rates 
generally no greater than for the 20-year-payment life plan), 

1 A survey in 1939 indicated that the insured wage-earning group was 
devoting about 4 per cent of its income to the purchase of life insurance of 
all kmds. Only one family in 12 allotted twice as much to this purpose. 
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They are also written for the smaller amounts only — ^for not more 
than $500 of insurance at age ten and over and for not more than 
can be purchased for 25 cents a week at younger ages A himt 
is also set beyond which, generally, additional weekly-premium 
insurance will not be issued on one life 

Proper distribution of insurance within the family group is also 
stressed Primary consideration is given to the insurance needs 
of the wage earner, but the need for insurance on aU members of 
the family is also recognized. No matter which member dies, 
the cost of last illness and burial must be met. Usually in low- 
income families, savmgs to meet such expenses are not available. 
If the deceased has contributed to the family’s support, some 
additional funds will be needed during the readjustment period 
to replace part of his contributions. Death of the housewife 
may occasion additional expenditures to substitute for her serv- 
ices in the home, especially if young children are to be cared for. 

So that the insurance needs of the wage earner will receive 
primary consideration, certain limitations are placed on the 
amount of insurance that may be sold on dependent members 
of the family. No insurance will be issued on a housewife or 
other adult dependent which would result m more than $500 
being in force on such a person, unless the wage earner is insured 
for at least twice the proposed amount 

No weekly-premium insurance will be issued on juvenile lives 
(children under age ten) which will result in a total outlay of more 
than 25 cents a week for such insurance on the child. Generally 
even this amount will not be issued if the father is not insured. 
Monthly-premium Industrial policies — ^which require a larger 
premium outlay than most weekly-premium policies — will not 
be issued on juvenile lives unless the father is insured for at least 
$1,000. He must own at least $1,500 of insurance if there 
already is some insurance on the child or if $500 of endowment 
insurance is to be issued. 

The proper sale of Industrial life insurance has also been 
encouraged by the methods adopted for compensating the 
agency force The basis of the sales commission provides a 
direct incentive for the agent to sell only policies that are likely 
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to continue. This commission depends on the continued pay- 
ment of premiums throughout the policy^s first year (during 
which the tendency to give up insurance is greatest) This com- 
mission IS so arranged, too, that the agent^s recommendation as 
to type of insurance will not be influenced by his own financial 
interests. 

To keep improving the effectiveness of service to policyholders, 
special efforts have been made to attract competent men to the 
agency staffs These efforts have shown concrete results 
Increasing attention has also been paid m recent years to inten- 
sive training of agents in their duties and responsibihties. 
Payment of a fair rate of compensation, security of employment, 
opportunity for increasing income, and an adequate retirement 
program have made agency work increasingly attractive to 
responsible and capable men The agent earns a steady basic 
income for servicing existing business, and he augments this 
income by personal efforts in selling insurance and keeping 
it in force. 

As a result of these steps, agents have come more and more to 
look upon their jobs as lifetime careers. A recent analysis of the 
length of service of the more than 17,000 agents in one large 
company disclosed that on the average it is more than 9 years. 
This tenure is of advantage to policyholders, since as the agent’s 
length oi service increases his knowledge and ability grow. 
His intimate acquaintance with the families he serves and with 
their living and working conditions makes it possible for him to 
advise clients properly, both in selling them insurancO and in 
adjusting their programs to changing circumstances 

Adjustments to Changing Family Circumstances. — No matter 
how sound a program may be when it is originally established 
for a family, there can be no certainty that it will continue 
to be satisfactory under changes that the years may bring 
The insurance needs or financial circumstances of the family 
often change and may warrant a revision of its protection 
program. 

Improvement in a family’s financial position may enable it to 
purchase insurance on any uninsured members or increase the 
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protection on underinsured members. The family may also be 
enabled to pay its premiums in larger instalments, m which case 
it may be able to convert some of its policies to others with less 
frequent premium payments, thereby reducing the cost of its 
insurance 

If, on the other hand, the family encounters financial diflSicul- 
ties, appropriate adjustments of its insurance may also be made 
The premium may be reduced, either by a change m the plan 
of insurance to one with less savings element (such as from an 
endowment to a life plan), or by decreasing the amount of 
insurance. These changes may release part of the policy^s cash 
surrender value to the family. If an even greater sum is needed, 
one or more of the family's pohcies may be surrendered outright 
for the cash value. 

That Industrial families generally own insurance on all 
members proves advantageous when a need for cash arises 
Under such circumstances, the family may preserve the insur- 
ance on its breadwinner by surrendering a policy on a dependent 
Also, a policy on a person in poor health need not be sacrificed, 
but that on a member in good health may be given up and later 
be replaced when conditions improve 

In emergencies, the cash surrender privilege under Industrial 
life insurance often proves of great assistance to wage-earning 
families^ From time to time, many of them are faced with eco- 
nomic difficulties due to increased expenses or sharply reduced 
earnings. Studies have shown that the prmcipal causes of 
surrender are illness and unemployment, even in normal times 
But in times of nationwide depression, of course, the number of 
those in financial distress greatly increases 

At such times the usefulness of Industrial hfe insurance to 
wage-earning families is particularly evident During the decade 
1930-1939, life insurance companies of the United States paid out 
more than $2,500,000,000 in cash surrender values to Industrial 
policyholders — sums that gave emergency aid to millions of 
families facing financial hardship. 

Persistency of Premium Payments. — ^Naturally, economic 
conditions have an important influence on the proportion of 
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insurance in force that lapses within a given period.^ When 
unemployment and curtailed incomes are prevalent, the number 
of policyholders who are forced to interrupt premium payments, 
or to surrender their policies for much-needed cash, is greater 
than in normal times. Under such circumstances, the lapse 
rate inevitably rises. When better times return, the lapse rate 
falls. 

Since the United States entered the Second World War, wage 
earners have been enjoying exceptionally high incomes, and the 
lapse rate has been unusually low. In one large company during 
1943, only 2 4 per cent of the average number of weekly-premium 
policies in force lapsed 

However, the experience in 1941 may be considered more 
nearly normal, and the comparable lapse rate per annum in that 
year was 5 4 per cent. In 1941, ther^re, this company experi- 
enced each week the lapse of one weeoy-premium policy out of 
each 1,000 — which is about the number of policies in force in the 
average agent^s debit On more than two-thirds of these lapsed 
policies sufficient premiums had been paid to provide, at time 
of lapse, a nonforfeiture value in cash or in some form of paid-up 
insurance. 

A study was made by the company cited above, based on the 
premiums paid since issue on its Industrial policies terminated 
during 1941, to determine how much of the premium money had 
been paid on policies that terminated with a useful payment to 
the policyholders. 

Of all these prenuums, 31.5 per cent were paid on policies that 
terminated at the death of the insured, 21 6 per cent were paid 
on policies that matured as endowments, and 44 1 per cent were 
paid on pohcies that were surrendered for their cash value after 
having provided insurance protection for an average period of 
15 years. 

Thus, more than 97 per cent of the Industrial premiums were 
paid on policies which terminated with a cash payment to the 

1 The term la'pse is used m this text to signify discontinuance of premium 
payments before all premiums required by the policy contract have been 
paid, irrespective of whether a nonforfeiture value is available. ' 
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insured or to Ms family. Policies which had been converted 
under their nonforfeiture provisions to paid-up term insurance 
and wMch had expired after providing protection throughout 
the premium-paying and succeeding term-insurance periods 
accounted for 2 5 per cent of the premiums. Only 0 3 percent of 
all these premiums were paid on policies that lapsed before they 
were entitled to a nonforfeiture benefit. 

The Cost of Industrial Life Insurance. — Insurance costs 
have been lowered through reductions in the compames^ expenses 
of operation. One large company, for instance, has reduced 
the expense rate of servicing its entire Industrial business by 19 
per cent over the past 20 years, and by 35 per cent over the past 
40 years. Part of this reduction reflects the growing volume of 
monthly-premium Industrial pohcies and of direct-payment 
weekly-premium business. But even for weekly-premium pohcy- 
holders who have continued to use the agent^s services in receiving 
premiums, the expense rate is 21 per cent lower than it was 40 
years ago. 

The amount that the Industrial policyholder must contribute 
out of pocket to meet expenses of selhng, servicing, and admmis- 
termg his insurance is diminished by the interest earnings which 
accrue under the level-premium system. Under this system, 
reserve funds are accumulated and invested to earn interest for 
the benefit of the policyholder. Experience has amply demon- 
strated that most Industrial policyholders would not normally 
accumulate these funds; hence, were it not for their insurance, 
they would not receive the benefit of this interest. Yet this 
interest, even at the low rates earned in recent years, pays 
for the greater part of the expense of sellmg, servicing, and 
administering the insurance. During the 5-year period 1939-* 
1943, for instance, the expense charge (exclusive of taxes) to 
Industrial policyholders of one large company exceeded the 
interest credited to their insurance by an amount equal to only 
4 per cent of their premiums 

Prom its very nature, Industrial life insurance costs more to 
transact than Ordinary Industrial premiums are payable more 
frequently, necessitating additional servicing, and the average 
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Industrial policy is much smaller. For a given amount of 
insurance (or premium) it is therefore necessary to handle many 
more Industrial than Ordinary transactions 
Yet the difference in expense charges between the two branches 
is remarkably small For the millions of Industrial policy- 
holders of one company who take advantage of the refund offered 
for direct payment of weekly premiums, the expense charge 
exceeds that for monthly-premium Ordinary policies by only 
about 3 per cent of their premiums 

However, the majority of Industrial families prefer to use 
the agent^s service when paying premiums Since they thereby 
forego the 10 per cent refund, their expense charge exceeds that 
for monthly-premium Ordinary policies by about 13 per cent 
of their weekly premiums. 

The cost of Industrial life insuiance, however, exceeds that of 
standard Ordinary by somewhat more than the difference in the 
expense rates between the two branches The lower-income 
groups experience higher death rates than persons in better 
circumstances Consequently, in order not to exclude a sub- 
stantial proportion of these groups, a greater degree of mortality 
risk IS accepted at standard premium rates foi Industrial than 
for Ordinary life insurance 

Although the mortality of standard Industrial policyholders 
has decreased over the years to a greater extent than that of 
standard Ordinary policyholders, Industrial death rates continue 
to be appreciably higher than Ordinary In one large company, 
for instance, they are still about 20 per cent greater 

The higher Industrial death rates result in a proportionately 
larger number of Industrial than Ordinary death payments in a 
given period, so that the cost of the life insurance protection 
must be higher. However, for this same reason, the value to 
the Industrial policyholders of their protection is correspondmgly 
greater 

Benefits Derived from Industrial Life Insurance. — Industrial 
life insurance has been the foundation on which wage-earning 
famihes have been able to build up well-rounded life insurance 
programs for all their members To an ever-increasing extent, 
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these programs have been arranged to reflect the insurance 
needs of individual family members The amounts paid at death 
vary from a small sum in the case of a child to a more sub- 
stantial payment at the death of the head of the family. 

According to a recent survey, the majority of Industrial 
families that suffered the death of the principal breadwmner 
received death payments, in excess of burial costs, equivalent 
to the earnmgs of the deceased for more than 6 months prior 
to his final illness, and more than half of this total payment was 
received from Industrial pohcies. 

In addition to the useful purpose served by Industrial life 
insurance m makmg much needed funds immediately available 
at death it provides other benefits as well 

Most wage-earmng famihes find it extremely diflS.cult to 
save money in any way except through their life insurance Yet 
they have need of savings Sometimes they want to accumulate 
a specific sum to make a first payment on a home or to purchase 
a small business. In many cases, they wish to create a fund for 
special education or trainmg for a child, or to help him establish 
a home of his own Industrial life insurance on endowment 
plans has enabled millions of wage-earning famihes to fulfill 
these desires. 

Valuable financial assistance has also been given to thousands 
of Industnal pohcyholders who have become disabled through 
bhndness or loss of limbs 

In addition to meeting these needs. Industrial life insurance has 
paid to its policyholders bilhons of dollars in cash surrender values 
— ^funds which usually were greatly needed and which generally 
would not have been accumulated except through life msurance. 

Aside from sums returned as annual dividends and as a refund 
for direct payment of premiums, the three large compardes are 
paying more than $375,000,000 a year, on the average, to 
Industrial policyholders and their beneficiaries as death benefits, 
endowment amounts, disability benefits, and cash surrender 
values. 

Industrial life insurance has encouraged millions of wage- 
earning families in habits of thrift. By the end of 1943, Indus- 
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trial policyholders of the three large companies had accumulated 
from tiny sums a reserve fund on their policies of more than 
$4,800,000,000 This huge amount while awaiting payment to 
policyholders or their beneficiaries has been put to work on 
highly useful enterprises 

Through investment, these funds have provided a ready source 
of capital for government, for industry, for commerce, for 
farmers, and for purchasers of homes These investments have 
benefited policyholders by producing increased employment 
and better living conditions as well as through the substantial 
amounts they have earned as interest 

But the usefulness of Industrial life insurance is not limited to 
monetary return Through their welfare programs, companies 
have made a major contribution to longer and healthier lives for 
policyholders Their visiting-nurse service and other health 
services have been of great aid to faimlies in time of sicknesS 
as well as in the prevention of accidents and disease. 

The worth-while services rendered to wage-earning families by 
Industrial life insurance have been augmented by other forms of 
life insurance The adaptation of Ordinary life insurance to the 
circumstances of many of these families, through the introduction 
of small monthly-premium policies, has been of growing impor- 
tance, and the rapid expansion of Group life insurance is adding 
substantially to the amount of insurance on their wage-earning 
members The needs of higher-income families are being met 
through Ordinary policies for more substantial amounts Each 
of these forms has its place in an appropriate insurance service for 
American families. 

In providing all these forms, Ordinary-Industrial companies 
have been responsive to the needs and circumstances of all 
mcome groups of the population Through progressive methods 
of marketing and appropriate methods of servicing, they are mak- 
ing insurance services widely effective. Millions of families 
throughout the nation in all walks of life are thereby benefited 
Through the Voluntary purchase and ownership of life insurance, 
many of them are learning, too, that basic principle of our 
American way of life — self-reliance 
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The Industrial Policy Contract 



Part II, which consists of one chapter, describes the provisions 
of a modern Industrial life insurance policy and explains certain 
company practices in connection with these provisions- Beginning 
on page 44 , the similarities and differences between Industrial and 
Ordinary policy provisions are discussed 
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PROVISIONa OF THE POLICY 

Since the early days of Industrial life insurance the policy 
contract has undergone many changes through addition of 
benefits, removal of restrictions, and simphfication and clarifica- 
tion of phraseology. Most of the hberal provisions contained m 
modem Industrial policies were introduced by one or another 
of the companies and later — when they had been demonstrated 
to be practicable and generally desirable — came to be required 
by state insurance laws ^ 

Stated briefly, the essentials of the pohcy are the names of 
the pfi,rties to the contract and the amount, frequency, and 
conditions of the payments to be made by the policyholder and 
by the company There are a number of other factors, however, 
that may affect the fulfillment of this contract, and all of them 
must be clearly stated For instance, the failure of the policy- 
holder to pay a preimum when due or his complete discontinuance 
of premium payments — these and other possible situations must 
be provided for in the policy The wording of a life insurance 
contract should be as nontechnical as possible, but it must 
still be sufficiently detailed and precise so that the policyholder 
will know exactly what he has the right to expect and what is 
expected of him, and so that the company’s liability is definitely 
fixed. 

A tabulation of the principal provisions of the Industrial 
policies currently issued by the 31 companies which together have 
95 per cent of the total Industrial life insurance in force in United 
States companies appears in Appendix F (page 258). 

^ The Industrial policy provisions required by the New York State 
insurance law appear m Appendix G, p 268 
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In this chapter, the provisions of a weekly-premium Industrial 
life insurance policy, as currently issued in the United States by 



Fig 2. — Face of Industrial policy as 
folded for filing 


one large company, will be examined in some detail and will be 
compared with an Ordinary policy of the same company. For 
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brevity, the explanation given here will not be as detailed as is 
the wording of the policy For those who wish to read the 
exact provisions of the policy, it is reproduced in Appendix D 
(page 241). 


ANALYSIS OF A WEEKLY-PREMIUM INDUSTRIAL POLICY 

As indicated by Fig 2, a reproduction in reduced size of the 
face of the folded policy, the insured can tell at a glance, without 
opening the pohcy, the name of the issuing company, the plan of 
insurance, and the frequency and period of premium payment. 

The policy illustrated is on the life-paid-up-at-age-65 plan 
The insurance is for the whole of life, and premiums are payable 
weekly, during the lifetime of the insured, until the policy 
anniversary after he is age sixty-four, z e , when he is sixty-five 
on the basis of his age at next birthday, the method of deter- 
mining age used in Industrial life insurance 


SCHEDULE 
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Space for indorsements 


Fig. 3 — Schedule and space for endorsements of Industrial policy. 


The schedule on the reverse side of the folded policy shown in 
Fig. 3 contains all the mformation that must be entered on the 
printed policy form to adapt it to the mdividual case The 
condensation of all these data into a compact schedule makes for 
convement reference and reduces the time required to prepare 
each mdividual policy The savmg in expense resulting from 
this one simplification is not great in itself, but similar attention 
to detail throughout the handling of these policies has helped to 
reduce expenses substantially. 






30 


THE INDUSTRIAL POLICY CONTRACT 


Below the schedule is a space for endorsements in which 
entries may be made either at the time the policy is issued or 
subsequently. In the illustration, the company has recorded a 
surgical operation reported by the policyholder in his application 
for the insurance The reason for this and other endorsements 
will be discussed later 

The following is a notice to the policyholder that appears 
below the space for endorsements : 

NOTICE TO POLICYHOLDER 
Please Read Yotje Policy Cakefully 

An election of Directors of the Company is held at the Home Office 
in New York on the second Tuesday in April of every odd-numbered 
year. The holder of this Policy, after one year frfU its date of issue, 
while it remains in force, will have a right to vote either in person, or 
by proxy, or by mail. For particulars as to how to vote, apply to the 
Secretary, 1 Madison Avenue, New York, N. Y. Section 198 of the 
New York Insurance Law requires the Board of Directors to nominate 
candidates described as the ^^Administration Ticket, and permits 
groups of policyholders to make other nominations not less than five 
months prior to the election. 

Any benefit or value payable under this Policy can be obtained, with- 
out help or alleged influence of outside parties, through the office 
through which premiums have been paid or through the Home Office 
or one of the Company's Head Offices. There is no need to pay anyone 
a fee for alleged services in collecting any sum which is rightfully due 
under this Policy. The Company wishes to pay every proper claim 
without delay, and any representative of the Company will be glad to 
render assistance without charge. 

If It Becomes Impossible to Continue Payment op 
Pbemiums, Preserve This Policy Because op Such Pro- 
tection As May Still Be Afforded Under Its Provisions 

All the information mentioned up to this point is included on 
the last full page of the policy. The main text of the contract 
appears on its first three pages. The principal clauses — those 
dealing with the payment of the insurance and the payment of 
the premiums — appear on the first page Clauses dealing with 
supplementary benefits and other provisions appear on the second 
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page, and clauses explaining nonforfeiture benefits appear on the 
third page. This discussion, however, will not follow the order 
in which the clauses appear in the policy Instead, the policy 
pr ovisions will be divided into four groups according to subj ect : 
(1) payment of the insurance (and certain general clauses), 
supplementary benefits, (3) payment of premiums, (4) 
nonforfeiture benefits. 

Payment of the Insurance. — The contract begms with a state- 
ment that upon receipt of due proof of the death of the insured 
and upon surrender of the policy, the company will pay the 
amount of insurance provided by the pohcy to the beneficiary, 
subject to the facihty-of-pa 3 niient clause^ and subject to the 
rights of the assignee of record, if any. Since the payment of 
the insurance terminates the contract, it is required that the 
policy be then surrendered However, this requirement is 
waived if reasonable proof that the policy has been lost or 
destroyed is submitted 

Beneficiaries — The insured is given the privilege of changing 
the beneficiary originally named by him upon written request 
to the company However, a change of beneficiary does not 
become binding on the company until it has been endorsed on 
the policy. This stipulation is made to protect the company 
from the claims of other parties after it has, m good faith, paid 
the pohcy proceeds to the person its records show to be the 
beneficiary. It thus aids m avoiding disputes and consequent 
dissatisfaction If the insured has executed a written request 
to change the beneficiary but dies before the company endorses 
the policy (and the company has not declined, in accordance with 
the policy provisions, to endorse the change), the company gives 
due consideration to the claim of the proposed beneficiary 

In order to avoid speculative insurance, a company will not 
issue a policy unless it appears that the person to whom the 
insurance is to be paid is closely related to the insured or will 
sustain a financial loss through his death. The purpose of such a 
precaution taken at the time a pohcy is issued could be defeated, 


1 See p 32 
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however, if a person having no insurable interest could later 
be named beneficiary.^ 

To protect the interest of the insured and of the proper 
beneficiary and to avoid speculation, the company retains in the 
policy contract the right to refuse to accept as beneficiary any 
person who does not appear to have the required insurable inter- 
est. This limited right of veto in no way interferes with the free 
choice of a proper beneficiary but is intended to protect the 
insured against exploitation The company exercises this right 
only when there is clear evidence of intended abuse or misuse 
of the insurance. 

Facility of Payment . — ^When an Industrial policyholder dies, 
his family is generally in urgent need of the in^ance money 
Hence, it is essential to take every precaution to avoid needless 
delay or expensive litigation before payment of the claim can 
be made 

If the policy were payable unqualifiedly to a named beneficiary 
or to the insured’s estate, there would be cases in which complica- 
tions would develop occasioning delay and expense to the family 
Most death claims arise a number of years after the policy is 
issued During that time the named beneficiary may have died 
or may have become incompetent. Of course, under such 
changed circumstances, a new beneficiary should have been 
named Holders of the smaller policies, however, frequently 
neglect to do this Complications might also arise if, at the 
time of the insured’s death, the beneficiary is a minor. Before 
the claim could be paid under any of these conditions it would 
ordmanly require the delay and the expense of appointing an 
executor or administrator, or a guardian for the beneficiary. 


1 The New York State Insurance Law defines insurable interest as' ^‘(a) 
in the case of persons related closely by blood or by law, a substantial inter- 
est engendered by love and affection, and (Jb) m the case of other persons, a 
lawful and substantial economic interest in having the life, health or bodily 
safety of the person insured continue, as distinguished from an mterest 
which would arise only by, or would be enhanced m value by, the death, 
disablement or injury, as the case may be, of the person insured.'^ (Sec 
146, Subsec 2.) 
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These difficulties are avoided through a facihty-of-payment 
provision This clause provides that the company may' m 
lieu of payment to the executor or administrator and under 
specified conditions, pay the benefit to any relative by blood 
or to any connection by marriage of the insured who appears to 
the company to be eqmtably entitled to payment The pohcy 
specifies that this provision will become applicable only if the 
beneficiary fails to make proper claim within 60 days after 
the death of the insured, or if the beneficiary is the estate of the 
insured, is a minor or mcompetent, or dies before the insured 

The benefits that would ordinarily be paid to the insured 
(such as the benefit for loss of eyesight or hmbs, the cash sur- 
render value, and, in the case of endowment pohcies, the endow- 
ment amount) are also made subject to this provision if the 
insured is a minor or is incompetent 

Assignability . — The care taken to assure payment of the insur- 
ance to the proper person could be nullified easily if someone else 
could get the insured to assign the policy to him and if the com- 
pany were compelled to recognize such an assignment. Industrial 
policyholders are often unfamiliar with the significance of an 
assi ^mefTtrma, hence , rmg ht be imposed upon by design ing 
persons^ To protect the insured and his family against such 
exploitation, the pohcy provides that the company will recognize 
assignments only if made to a national bank, state bank, or 
trus t company 

Provisio n is made for suc h asslgnmenta hp.eg.unr nrrnimrmrt^n^^ 
arise when t he insured is in need of fun ds, and when it is more 
advantageous tor him to borrow on the security of his poli cy 
tha n~T}0 surrender it for its^ash value and purchase n ^w msiir- 
ance. Ind us trial pohcies generally do not provide loan values. 
The expe^^^f handhng very small loSis and extremely small'' 
amounts of interest — particularly ^smce the pohcyholders would 
expect these loans to be serviced by agents — ^would be dis- 
proportionate both to the interest that could be charged and to 
the value of the loans to the policyholders 

Banks, however, will so metimes mak e loans on t h^ s^cnrity of^ 
Industrial pohcies They are not expected to render the same 
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service as expected of the insurance company. And they can 
vary their interest charge, within limits, to fit the cost of each 
case and can specify a minimum amount of loan as well as require 
repayment within a short period — arrangements which the 
insurance company would not be permitted to make. 

Incontestability and Voidance • — An applicant for life insurance 
must fill out an application form in which he gives information 
on matters affecting his insurability (his acceptability as a 
mortality risk), such as his occupation, physical condition, and 
past medical history.^ When an applicant misstates important 
information and thereby induces the company to insure a life 
that it would otherwise have rejected or insured only at a higher 
premium rate, he may unfairly increase the cost of insurance for 
other policyholders. 

To protect the other policyholders, therefore, it is customary 
in Ordinary life insurance to attach a copy of the application to 
the policy, and to make it part of the contract between the com- 
pany and the insured If a material misstatement is disclosed 
after the insurance has been issued, the company may, according 
to the provision in the policy, declare the policy void within a 
limited time (usually 1 or 2 years) One of the three large 
Ordinary-Industrial companies follows this practice m connection 
with Industrial life insurance. The other two companies, 
including the one whose policy is being examined, accomplish the 
same general purpose without reproducing and attaching the 
completed application. 

Instead, this policy includes a somewhat more liberal provision 
that states the exact conditions under which the policy may be 
declared void. The period during which the policy may be 
voided extends for only 1 year unless the insured dies within 
such year, in which case no liirdt is fixed. During this period 
the policy is voidable if within, the 2 years preceding the date of 
issue '^the insured has received institutional, hospital, medical, or 
surgical treatment or attention, and the insured or any claimant 
under the policy fails to show that the condition occasioning 
such treatment or attention was not of a serious nature or was 

1 The vanous factors that affect insurability are discussed in Chap. VII. 
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not material to the risk However, if reference to such treat- 
ment or attention is endorsed on the policy, the latter h not 
voidable, nor is it voidable even in the absence of such endorse- 
ment if the company was informed of the treatment or attention 
in the application for the policy. 

Entire Contract — A clause inlorms the policyholder that the 
pohcy contract is the entire agreement between him and the 
company, and that any changes or additions to the agreement 
must be m the form of endorsements signed by the company’s 
secretary 

Misstatement of Age . — The age of the insured at the time the 
policy is issued is an important factor in determining the premium 
rate he will pay. To help ascertain the correct age, the applicant 
is required to state both his age and his date of birth His 
date of biith is compared with that on any previous Industrial 
pohcy m the company that he has reported in the application. 
The agent is also required to give the apparent age of the appli- 
cant However, m some cases it may be found after the pohcy 
has been issued that the insured’s age has been misstated. In 
that event, the policy provides that the amount of insurance will 
be increased or reduced to the amount which the premium paid 
would have purchased at his true age 

Conformity with Statutes — ^Life insurance policies must con- 
form to the laws of the state in which they are delivered. The 
requirements under the laws of some states differ from those of 
other states. Consequently, a company that conducts business m 
many states must at times include special policy provisions 
in some states. The necessary modifications are usually of 
relatively minor importance 

Although every effort is made at the time of issue to have the 
policy conform to legal requirements, as they are then inter- 
preted, the courts may at some later date place a new interpreta- 
tion on a law that was in force at the date of issue of the policy 
In such cases, life insurance policies, like all other contracts, are 
subject to the courts’ later interpretation The policy includes a 
provision specifically bringing this fact to the attention of the 
policyholder. 
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EffecUve Date . — ^At the time the Industrial application is signed 
and flie first premium is paid, the apphcant is given a receipt. 
This informs him that, if he dies before the policy is formally 
issued (on the average, 1)^ weeks later), the company will 
nevertheless pay the insurance, subject to the same conditions 
as if the contract had been issued, provided he was acceptable 
for insurance on the date of application However, the premium 
paid with the apphcation is apphed to the period beginnmg with 
the date as of which the pohcy is issued, and all subsequent 
payments referred to in the pohcy are calculated from that 
date So that there may be no misunderstanding^ to the date 
on which the policy formally goes into effect, the pohcy specifies 
the exact date 

Option to Return Policy — clause gives the pohcyholder the 
privilege to surrender his policy for cancellation within 3 weeks 
from its date of issue, and to receive back the premiums he has 
paid This allows him ample opportunity to examine his pohcy 
and to decline to accept it if he is not satisfied with it 

War Risk and Aviation . — ^Policies issued in peacetime have 
usually not contained any restrictions on the payment of the 
life insurance benefit because of war service or aviation hazards. 
However, m policies issued after the outbreak of the Second 
World War, it became necessary to exclude from coverage certain 
risks which could not properly be assumed on the basis of 
premium rates that did not contemplate these special hazards. 
In the absence of such restrictions it is likely that a company 
would obtam an undue proportion of insurance on persons subject 
to these extra hazards, and the cost of insurance to thq general 
body of pohcyholders would be increased substantially. 

The pohcy under consideration stipulates that there is not 
assumed under it the risk of death resulting from an act of war, 
which act occurs while the insured is in the military, naval, or 
air forces of any country and is outside the continental hmits of 
the Umted States of America (including Alaska), the Dominion of 
Canada, and Newfoundland, but only if death occurs within 
6 months after such act.” The pohcy does not exclude from full 
coverage all deaths occurring while the insured is in the armed 
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services. It excludes only those resulting from an act of war, that 
is, those occurring as a result of action by or against the enemy, 
and then only if that act occurred outside of the area specified. 

This pohcy stipulates further that there is not assumed under 
it the risk of ^ Meath as a result of travel or flight m any kind of 
aircraft, or of descendmg from such aircraft while in flight, 
unless the insured is being transported on such aircraft without 
duties relating to such aircraft or descent therefrom.” These 
restrictions on certain aviation hazards, effective everywhere, 
apply to civihans as well as to persons in war service They 
do not affect a person, even in war service, who is merely being 
transported in an aircraft and who has no duties with relation 
to its operation or descent therefrom (as would a paratrooper) 

The need for these aviation restrictions is due largely to 
conditions arising out of the war Even after the cessation of 
hostihties, many persons who have received aviation training are 
likely to become actively engaged in aviation after their return 
to civilian life. Until experience demonstrates that such activity 
will not be accompanied by too high a fatality rate, these restric- 
tions are considered necessary in fairness to the general body of 
policyholders 

The amount payable under the policy, if death occurs as a 
result of one of the risks not assumed, is the reserve on the policy 
with adjustments on account of any dividends or indebtedness. 

Juvenile Policies. — The foregoing sections of this chapter have 
dealt with clauses in the Industrial policy contract issued to a 
person aged ten or over. Industrial policies issued on lives of 
children under age ten are juvenile (or infantile) policies These 
pohcies contam the same provisions as those issued to adults, 
with certain modifications as to the amount of insurance These 
modifications are described in Appendix E (page 255) 
\^^§upplemratary Benefits. — In addition to the life insurance 
benefit, the policy provides two supplementary benefits granted 


without specific extra prenuum, the cost being included in the 


lese are an additional benefit for 
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Death hy Accidental Means . — The additional benefit for death 
by accidental means is frequently called the double-indemmt y 
b enefit , since it results in the payment of double the face amount 
"ormsurance in the event of death, between ages ten and sixty-five", 
^*from bodily injuries caused solely by external, violent, and 
accidental means/' The additional benefit will not be paid if 
the insured's death is caused or contributed to by disease or 
other infirmity, if it is the result of suicide, if it results from 
aviation activities except as a fare-pa 3 ang passenger, if it is the 
result of participating in or attempting to commit an assault, or 
if it occurs while the insured is in the armed forces of any country 
at war ^...,...-'-^ — y 

of Eyesight or Limbs — If the insured suffers the loss by 
severance of both hands or both feet or one hand and one foot, or 
the loss of the entire sight of both eyes, the company will pay 
''an amount equal to the full amount of insurance and continue the 
original policy for its full amount without payment of future 
premiums If the insured loses one hand or one foot, one-half 
the amount of insurance will be paid in cash, and the original 
amount of insurance will be continued without payment of 
fu ture pr emiums The benefit is payable whether the specified 
disabiiTtyL> arises through accident or through disease. The 
benefit will not be granted if the loss occurs as a result of disease 
or injury sustained prior to the date of issue, or if the loss is 
self-inflicted or occurs while the insured is in the armed forces 
of any country at war 

Payment of Premiuips, — Besides the clauses already con- 
sidered, which relate to the insurance payments to be made by the 
company, the policy contains a series of clauses relating to the 
payments to be made by the policyholder. 

Premiums — The policy states the amount of the premium, the 
date on which premiums are due, and the period during which 
preimums are payable. It also notifies the insured that if any 
premium is not paid when due the policy will lapse, subject to 
for a grace period and for nonforfeiture benefits 

^t-r-The policyholder is granted a grace period of 

4 for the payment of every premium after the first, during 
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which time the policy is continued in full force If the insured 
dies during this period, overdue premiums are deducted from 
the amount otherwise payable. 

— When a policyholder fails to pay a premium 
before the expiration of the 4-week grace period, his policy is 
said to lapse. For some time thereafter, if he is able to resume 
payment, it is generally to his advantage to pay the overdue 
premiums and to continue with the original pohcy rather than to 
purchase a new one The policy contams a provision for rein- 
statement that guarantees the policyholder the privilege, unless 
the cash surrender value has been paid, of reinstating the policy 
at any time w ithin 2 years from th e due date of the first premium 
in default, subject to evidence of insurabihty and the payment 
of all overdue premiums. 

The Industrial policyholder is not charged interest if he rein- 
states his insurance within 2 years^ -sineertEe^ amCunt of interest 
would generally be small," and its computation and accounting 
would entail disproportionate expense 
Even after a policy has been lapsed for some time longer than 
2 years, reinstatement (rather than replacement with a new 
policy) is usually of advantage to the insured In present 
practice in such cases, the company perimts reinstatement if 
satisfactory evidence of insurability is presented, but it may 
charge interest on the overdue premiums. 

If premiums have been paid for at least 5 years and are in 
arrears for not more than 26 weeks, it is the present practice of 
the company (although not guaranteed by the policy) to permit 
the reinstatement of the policy without requiring evidence 
of insurability if the insured is ahve and his whereabouts are 
known. When premiums have been paid for less than 5 years 
or are in arrears for more than 26 weeks, some evidence of 
insurabihty is required but not in the same detail as in the 
case of an applicant for neV insurance 
In practice, the company does not require that all overdue 
premiums be paid before reinstatement; it is necessary only 
that they be paid to a date within the 4-week grace period. Nor 
must the overdue premiums be paid in cash; they may usually 
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be charged as a lien against the policy under certain conditions, 
primarily that the policy has a sufficient reserve value. Such 
liens currently being placed bear simple interest at 5 per cent 
The amount of such a lien is usually quite small, and the interest 
on it is not collected while the policy is in force but is computed 
and added to the lien when premium payments are finally 
discontinued 

The privilege of reinstating a policy by means of a lien has been 
of considerable aid to many policyholders who are in a position 
to resume payment of premiums but who cannot pay all overdue 
premiums at that time It permits them to maintain their 
insurance, retaining the advantage of the lower cost of the old 
policy 

Participation . — Since the policy being eximined is issued by a 
mutual company, it provides that the company will ''annually 
ascertain, apportion and distribute . . . any divisible surplus^' 
which will accrue on the policy on Jan. 1 of each year It also 
provides that, while the policy continues its premium-paying 
status, any dividend will be applied as a credit toward the pay- 
ment of premiums or applied in whole or in part in such other 
manner as may be approved by the Superintendent of Insurance 
of the State of New York (the home state of this company). 
If the policy is in force as paid-up life or endowment insurance, 
the dividend will be applied to the purchase of a paid-up addition 
to the amount of insurance. 

Direct Payment of Premiums . — ^An important service for 
Industrial famihes is the personal call of the agent to receive 
premiums, but this service involves expense and makes the cost 
of providing the insurance greater than if the policyholders 
were to mail or deliver their premiums directly to an office of the 
company 

Although most Industrial policyholders need and want the. 
agent's service in receiving premiums, there are many who prefer 
to dispense with it The latter may reduce the cost of their 
weekly-premium insurance by paying premiums directly The 
pohey provides that, if premiums are paid continuously, without 
default beyond the grace period, for a period of 1 year to an 
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office of the company that maintains an account for receiving 
direct payments, the company will refund at the end of the yeai 
10 per cent of the total yearns premiums 

Conversion Option , — For otherwise identical policies, those with 
weekly premiums must cost somewhat more than those with 
monthly premiums, principally because of the greater expense 
of handling the smaller and more frequent premium payments 
Some policyholders for whom the weekly basis is at first the 
most suitable may later find that they can pay in less frequent 
instalments 

Under the conversion privilege contained m the policy, the 
policyholder may change his weekly-premium Industrial pohcies 
to any form of hfe insurance with less frequent premium pay- 
ments that is regularly issued by the company The conversion 
need not be granted if the amount of insurance to be converted is 
less than the minimum amount of insurance issued by the com- 
pany on the plan of Industrial or Ordinary hfe insurance desired 

To effect the conversion, the policyholder must submit evidence 
of insurability satisfactory to the company. This condition is 
included in fairness to those already insured in the class in which 
the new policy is to be included 

In any conversion it is usually to the advantage of the insured 
to have the new policy bear an issue date earlier than the date of 
change. If only one policy is involved in the change, the new 
policy may bear the same date of issue as the original If the 
insured is converting several of his policies, however, the earliest 
date the new policy may bear is that on which the total amount 
of insurance (or premium per year) on the old policies first became 
as large as that of the new policy This limitation is imposed 
in conformity with state laws and insurance-department rulings 
which^^ce-lIfEended to prevent unfair discrimination 
\^_^^^..,,iP?tSnforfeito Benefits . — The entire third page of the policy is 
devoted to a statement of the nonforfeiture benefits to which the 
policyholder is entitled on surrender or lapse, to a tabulation of 
the amount of these benefits that will be granted for durations 
of premium payment of 20 years or less, and to a statement of the 
basis of all nonforfeiture values. 
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Paid-up Term Insurance,. — If premiums are discontinued after 
payment for at least 26 weeks, the policyholder is granted 
nonparticipating paid-up term insurance, without any action on 
his part. Under this benefit, if death occurs within a limited 
period (the length of this period for any policy depends on the 
number of premiums paid), the face amount of insurance will 
be payable, just as if premiums had been continued,^ In the 
case of an endowment policy, if the amount available for 
a nonforfeiture benefit is more than is necessary to provide 
paid-up term insurance to the maturity date of the policy, 
the balance is used to provide an amount of pure endowment 
which will be payable to the insured if he survives to the 
maturity date.^ 

Paid-up Whole-life or Endowment Insurance, — If premiums are 
discontinued after they have been paid for at least 3 years, the 
policyholder may choose (in lieu of paid-up term insurance) to 
receive his nonforfeiture benefit m the form of a reduced amount 
of participating paid-up whole-life or endowment insurance, which 
IS payable at the same time and under the same conditions 
as the original amount of insurance The amount of si^ch insur- 
ance available as a nonforfeiture benefit on any policy depends 
on the number of premiums paid before lapse. 

1 The supplementary benefits for death by accidental means and for loss . 
of eyesight or limbs are not continued while the pohcy is operating under a 
nonforfeiture insurance benefit, whether as paid-up term or paid-up life or 
endowment insurance 

2 The insurance laws of Rhode Island and Montana specify that in 
certain policies issued to residents of those states, an auiornatic-prerniurnrloan 
option must be included Under this option, any overdue premium is auto- 
matically charged as a loan, so long as the indebtedness does not exceed the 
cash surrender value of the policy When this option is included in a 
policy, the paid-up term-msurance form of nonforfeiture benefit is usually 
excluded, smce the purposes served by these two benefits are similar 
Each of these benefits, in comparison with the other, has certain advantages 
and disadvantages. On the whole, however, the advantages of the paid-up 
term-msurance nonforfeiture benefit are believed to outweigh those of the 
automatic premium loan, which is consequently not granted generally 
by the three large Ordinary-Industrial companies. A brief discussion of 
this subject will be found in Appendix I, p 278 
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Cash Surrender Values . — The cash surrender value is an optional 
form of nonforfeiture benefit which also is available after payment 
of premiums for at least 3 years. The greater the number of 
premiums paid on any pohcy before lapse, the greater the cash 
surrender value. The cash surrender value stated in the pohcy 
IS the amount payable if the policy is surrendered within 13 weeks 
after default in premiums. Thereafter the reserve value of the 
nonforfeiture insurance benefit, then in effect, is payable as the 
cash surrender value. ^ 

The company reserves the right to defer payment of any cash 
surrender value for a period of not more than 90 days after 
request This right is intended to be exercised only under highly 
unusual conditions, such as a general, prolonged bank closure, 
when such action might be needed to protect the interests of all 
policyholders. 

Although the policy contract might be presumed to give suffi- 
cient notice to the pohcyholder of the nonforfeiture benefits 
provided by the pohcy, further measures are taken when premium 
payments are discontinued to bring to his attention the specific 
nonforfeiture benefit which he is automatically receiving If 
the policy has not been reinstated within about 6 months after 
premium payments have been discontinued, in most cases a 
nonforfeiture notice is sent to the insured This notice is 
normally sent if premiums had been paid at least 3 years or, 
for shorter durations of premium payment, if the paid-up term 
insurance automatically available would continue for at least 
1 year from the date of the notice. 

1 When the nonforfeiture benefit is m the form, of reduced paid-up insur- 
ance, its reserve value will keep increasing until it becomes equal to the re- 
duced amount of insurance This occurs on endowment policies at the date 
of maturity, and on life polieies at the age when the last pohcies m the 
group become payable according to the reserve mortahty table. When the 
nonforfeiture insurance benefit is m the form of paid-up term msurance — 
unless the original pohcy was an endowment and an amount of pure endow- 
ment is provided — the reserve will keep decreasmg until it is completely 
expended at the expiration of the term-insurance period In the case of 
endowment policies on which a pure endowment is also provided, the reserve 
will eventually, at the date of maturity, equal this endowment amount 
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Basis of Nonforfeiture Values , — The policy states the basis of 
the value used in determining nonforfeiture benefits after 
premiums have been paid 3 years. This value is stated to be 
the reserve less an amount that at the end of the third policy 
year does not exceed 2)^ per cent of the amount of insurance. 
For longer durations of preimum payment, the difference between 
the nonforfeiture value and the reserve becomes progressively 
less until after 15 years the nonforfeiture value is equal to the 
full reserve. This provision also states the mortality table 
and interest assumptions used in determining the cash surrender 
values and the other nonforfeiture benefits For currently 
issued Industrial policies of this company, the 1941 Standard 
(or Substandard) Industrial Mortality Table with interest at 
2% per cent is used ^ 

COMPARISON OF INDUSTRIAL AND ORDINARY 
POLICY PROVISIONS 

Most of the provisions of the weekly-premium Industrial policy 
discussed in the preceding pages are also contained in Ordinary 
policies currently issued by the same company The essential 
differences between them are summarized in the following 
paragraphs 

After premiums have been paid 6 months, both Ordinary and 
Industrial policies provide a nonforfeiture benefit in the form 
of paid-up term insurance After premiums have been paid 2 
years in the case of Ordinary policies and 3 years in the case of 
Industrial policies, the nonforfeiture benefit may be taken in 
the form of cash or paid-up life (or endowment) insurance for a 
reduced amount This difference is due to the smaller amounts 
paid in premiums and the resulting smaller nonforfeiture values 
on Industrial policies.^ 

The Ordinary pohcy, unlike the Industrial, provides a loan 
privilege and is fully assignable. The Industrial policy, for 
reasons cited on page 33, has no loan privilege and may be assigned 
only to a national bank, state bank, or trust company. 

^ The basis of these nonforfeiture values is e35:plaine<l in greater detail m 
Chap XIII, p 169. 

® See p 9, 
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Ordinary policies, which provide more substantial amounts 
of insurance, contain several options under which the msured or 
beneficiary may choose how the insurance is to be paid. Instead 
of taking the proceeds in a lump sum, they may be left on deposit 
with the company for a certain penod to provide income from 
interest, they may be received in the form of an annuity through- 
out life, or they may be received in instalments over a period of 
years. These options are not included in Industrial policies, 
because they would be of little value and would involve dis- 
proportionate expense in connection with small policies. 

Both Ordinary and Industrial policies provide for participation 
in the divisible surplus accruing from pohcies of their respective 
classes Ordinary dividends may be taken in one of several 
forms* they may be received in cash, applied to reduce premiums, 
left on deposit with the company, or applied to purchase paid-up 
additional insurance Industrial dividends may generally be 
taken in only one form ^ 

An Ordinary policyholder has the privilege of purchasing, at an 
additional premium, a waiver-of-premium benefit to protect his 
insurance m the event of total-and-permanent disability Dis- 
ability is presumed to be permanent after it has continued for a 
specified mimmum period. The disabled person may later 
recover, and, if this happens, future premiums are no longer 
waived Such a disabihty benefit is not suitable for Industrial 
life insurance It requires periodic verification of the continued 
disability of the insured, a procedure which would be unduly 
expensive for small policies. The Industrial pohcy, however, 
includes a benefit for disability caused by the loss of eyesight or 
limbs, the cost of which is absorbed in the regular premium. 

Industrial pohcies include an additional benefit in the event 
of death by accidental means, the cost of which is also absorbed in 
the regular prennum. Ordinary policyholders may purchase 
such a benefit for an additional premium. 

Weekly-premium policies provide a refund for direct payment 
of premiums to an office of the company. For these policies, 
with their small individual premiums, the compensation of the 

1 See Chap XIV, p. 183. 
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agent for receiving premiums is of sufficient importance to 
warrant a refund to the policyholder who can dispense with this 
service. 

Only the Industrial policies grant the insured the privilege of 
surrendering the policy within a few weeks of its date of issue and 
receiving all premiums paid on it 

Ordinary policies provide that the insurance may be reinstated, 
subject to evidence of insurabihty, within 5 years of the due 
date of the first premium in default, and that interest is to be 
paid on the premiums in arrears. Industrial policies provide for 
reinstatement within 2 years of the due date of the first premium 
in default, without requiring payment of interest on the arrears, 
company practice permits later reinstatement, but in such cases 
the company may charge interest on the overdue premiums. 

Ordinary policies do not have the facility-of-payment provision 
of Industrial policies, which is not suitable for the larger amounts 
of insurance 

Ordinary policies contain a copy of the application for insur- 
ance, which is made part of the contract The Industrial policy, 
instead, specifies certain limited conditions under which the 
policy may be declared void by the company. 

The Ordinary policy is incontestable after 2 years, whereas 
Industrial policies are incontestable after only 1 year If the 
insured commits suicide within 2 years of the date of issue, 
the Ordinary policy limits the company's liability to return of the 
premiums paid. The Industrial policy, because of the smallei 
amount of insurance provided, contains no such suicide limitation. 

The major provisions in the two classes of policies are the same 
or similar Important differences are relatively few and are 
mainly due to the difference in the amounts of insurance typical 
of the two branches. Certain provisions in Ordinary pohcies 
are unsuited to the smaller amounts under Industrial pohcies, 
while certain benefits, and in some cases more hberal treatment, 
can be granted to Industrial policyholders because of the smaller 
amounts of insurance. 
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Part III IS devoted to a description of how Industrial hfe insur- 
ance ts transacted Chapter III explavns the need for an agency 
orgamzation, describes the agency organization that has been 
developed to sell and service the insurance^ and discusses the work 
performed by the agency staff. In Chapter IV methods of selecting^ 
training, and compensating agents are described, and facts on the 
tenure of service of an agency force are presented. Chapter V 
discusses the home-office organization and the operations it performs 
with respect to Industrial life insurance. Chapter VI describes 
the supervision and regulation of the life insurance business by 
state governments. 



CHAPTER III 


THE AGENCY SYSTEM 

The value of life insurance to society is in direct relationship 
to the amount of it that is in force. No matter how attractive 
its policy provisions or how soundly and efficiently it is conducted, 
the usefulness of life insurance would be very limited if its owner- 
ship were not widely distributed 

' Now that the benefits to be derived from life insurance have 
become generally recognized, the question sometimes arises 
whether it is still necessary to employ salesmen, whether the 
time has arrived when the public will buy insurance on its own 
initiative. A number of attempts have been made to market 
life insurance without the services of agents In all such cases, 
however^ the total amount of insurance sold has been very 
small 

The Necessity for Active Selling. — In Great Britain attempts 
were made to sell insurance in small amounts through the Post 
Office, but the scheme ended in failure. In this country, Wis- 
consin has made Ordinary life insurance available to its residents 
through a State Life Insurance Fund, but as in the British 
attempt, the total amount of insurance in force is negligible.^ 

^ British. Post Office life insurance was established in 1865. The scheme 
was modified m several respects at various tunes in its existence, but all 
attempts to populari 2 :e it ended in failure. After more than 60 years of 
effort, m 1926, only 12,000 post office policies were in force, while British 
Ordinary-Industrial companies alone had more than 72,000,000 pohcies m 
force The British Post Office scheme was finally abandoned as a failure 
and the writing of new insurance was discontmued at the end of 1928. 

The Wisconsm State Life Insurance Fund was organized m 1911 and 
began to issue pohcies in 1913 After 30 years of operation, there were only 
1,600 pohcies m force, representmg one-thousandth part of the total amount 
of life msurance m force m that state. 
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Savings banks in three states — Massachusetts, New York, and 
Connecticut — are also engaged in the sale of life insurance with- 
out commission salesmen. In New York and Connecticut, these 
activities are of very recent origin. In Massachusetts, however, 
such banks have been in this business since 1907 and have 
actively promoted the sale of their insurance by advertising. A 
few “instructors” have been employed to give lectures and to 
visit industrial plants to aid in the sale of the insurance. In 
addition to 30 issuing banks, several hundred agencies have been 
established for receiving apphcations and insurance premiums. 
Yet, despite these efforts, after 36 years of operation all the sav- 
ings banks and their agencies have less than 6 per cent of the 
hfe insurance in force in Massachusetts. 

Some life insurance companies also have attempted to operate 
without agents and to sell Ordinary policies direct by mail, 
newspaper, and magazine advertising The experience of one 
of the more important of these is a typical example of the inade- 
quacy of the method. Early in its existence, the company 
assumed the business of another company and thus started with 
a modest amount of life insurance in force. It engaged in 
extensive publicity, yet, during the ensuing 33 years, its insurance 
in force decreased more than 35 per cent, while the total life 
insurance in force in the country increased about 750 per cent. 

The experience of the United States government with its 
National Service life insurance on members of the armed forces 
is also illuminating This insurance is offered to the men in 
amounts up to $10,000 at premium rates which, considering the 
exceptional hazard to which these men are subject, are extremely 
attractive One would think that all would voluntanly seek to 
insure their lives for substantial sums. Nevertheless, even after 
the nation’s entrance into the Second World War, the response 
from our servicemen was not particularly impressive The 
average amount owned was less than one-half of that permitted, 
and a large number of soldiers owned none of this insurance what- 
ever This situation was not corrected until active sales efforts 
were undertaken by the mihtary authorities and a sales organi- 
zation set up for each service command. Again it was demon- 
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strated that despite the widely recognized benefits of life 
insurance it will not be adequately distributed, even at a bargain 
price, unless it is actively marketed 

If publicity alone could sell life insurance, it would seem that 
the catalogues of the large mail-order houses would be an excellent 
medium. This method was attempted during the years 1934- 
1938 by the largest mail-order house in the world through a 
wholly owned subsidiary life insurance company. The company 
advertised its life insurance in the mail-order catalogues, which 
were distributed to nearly 10,000,000 regular customers. That 
these catalogues are not merely glanced at and discarded, but 
generally kept on hand and frequently referred to, is confirmed 
by the huge volume of merchandise sold through them. Yet, in 
4 years, less than 1,800 life insurance policies were sold by mail 
under this method. After the unsuccessful venture had been 
abandoned, the company's vice-president made the following 
statement: 

The Sears Roebuck excursion into life underwriting looms large as 
Exhibit A in support of present-day life insurance management for 
life insurance companies and the necessity for the American agency 
system if the American public is to insure and remain insured for the 
benefit of its dependents ^ 

There is thus considerable evidence that while sales methods 
without the use of agents will sell some life insurance, they do not 
sell enough to make msurance really effective 

Inertia is only one of a number of reasons why voluntary 
purchase of hfe insurance occurs so rarely. The function of life 
msurance is to provide for a future need, often at the sacrifice 
of an immediate desire, and in the absence of salesmanship the 
new car, a vacation trip, new furniture, or some other inchnation 
of the moment will take precedence This ever-present competi- 
tion can be countered only by convincing the individual of 
the advantages of thrift The encouragement of such thrift 
requires unremitting missionary work of a kind that has made 
the agent an essential m life insurance marketing 

^The National Underwriter j Nov 17, 1939 



62 HOW INDUSTRIAL LIFE INSURANCE IS TRANSACTED 


For the average man or woman there is, moreover, the problem 
of knowing what insurance to buy Among the many different 
policies, which is the most suitable m a given family situation*? 
How much insurance is needed*? What mode of premium pay- 
ment is likely to be best? How should the protection be dis- 
tributed among the several members of the family*? If there are 
Social Security benefits, how can life insurance be fitted m best 
to provide the most practical program? Benefits and privileges 
— ^the particular features of particular plans — must be explained. 
These and many other considerations incident to the purchase of 
life insurance call for the service of an informed and experienced 
agent in direct personal contact with the prospective purchaser. 

It was because of the efforts of the agent that the people of 
the United States owned $89,200,000,000 of Ordinary, $24,500,- 
000,000 of Industrial, and $22,400,000,000 of Group life insurance 
at the end of 1943. The agent has mad© it possible for the 
institution of life insurance to attain its present usefulness. 

The Agent’s Service in Receiving Premiums. — In both the 
Ordinary and Industrial branches an agency force is needed to 
sell the insurance. But the sale of life insurance is not sufficient 
in itself Facilities in keeping with the needs of the policyholders 
must be provided for the receipt of their premium payments and 
for other services which must be performed during the lifetime 
of the policies 

It has been found that the most practical method for the pay- 
ment of small weekly prennums is for the agent to receive them at 
the pohcyholder’s home This method costs the company more 
than if the policyholder brought his premiums regularly to a 
company office. Yet for most Industrial policyholders, it is not 
only the most convenient way of making payments but also the 
most economical. 

The small size of Industrial premiums and the frequency with 
which they are payable make the Ordinary method of maihng 
premiums directly to the company impractical The average 
weekly premium per family in one large company is 69 cents, 
and for many families it is a much smaller amount. Most of 
them have no checking accounts, and it would be highly mcon- 
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venient for them to mail these small sums directly to the com- 
pany The cost of postage alone (without considering the 
additional cost of a money order) would m many cases be greater 
than the cost of having an agent call to receive the premiums. 

Although the compames have hundreds of offices scattered 
throughout the country, at which the insured may pay his 
premiums, many pohcyholders do not live or work in the immedi- 
ate vicinity of these offices. For them to make payment per- 
sonally would usually cost carfare, which in many instances 
would represent a substantial proportion of the weekly premiums, 
to say nothing of the time consumed and the possibihty of 
neglecting premium payments. 

For premiums payable monthly, unless they are fairly sub- 
stantial, the Industrial system of regular visits to policyholders’ 
homes to receive premium payments is more econonaical than the 
premium-notice-and-receipt method Therefore, compames that 
transact weekly-premium life insurance use this same system of 
receiving premiums — the debit system — ^for Industrial and 
Ordinary monthly prenuums of $10 or less Such insurance is 
called monthly-premium-debit insurance or simply monthly- 
debit insurance Ordinary monthly premiums of more than $10 
are generally payable directly to the company in the same way as 
annual, semiannual, and quarterly premiums. 

The personal call of the agent has proved an effective aid in 
mamtaimng persistency in Industrial premium payments The 
weekly income of many wage-earning families does not greatly 
exceed their everyday living expenses After these expenses 
have been paid, there are many calls upon the small margin of 
remaining funds. Attractive nonessentials are an ever-present 
temptation After the insurance sale ha*s been made, the regular 
visits of the agent have been a great help m keeping the insurance 
infoice, in fact, they have been found indispensable in many 
cases if a reasonable persistency of premium payments is to be 
secured 

Not all families that own weekly-premium life insurance require 
the personal call of the agent Such families may take advantage 
of the 10 per cent refund for direct payment of premiums. 
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Despite this mducement, most weekly-premium policyholders 
find it preferable to have the agent call to receive the premiums. 

It IS evident that for the majority of Industrial pohcyholdeis, 
the agent is a necessary and desired figure, not only for the sale of 
the insurance, but also for servicing it and keeping it m force 
Field Organization. — A company that transacts Industiial life 
insurance divides the area m which it operates into a number of 
districts One district may consist of several adjacent towns, of 
a small city, or of part of a large city. In each district, an ofiice 
IS established to serve as the company's local headquarters 
One large company which transacts business throughout the 
United States and Canada has over 800 district offices. In 
addition it has about 250 detached offices^ which are local branches 
of district offices These detached offices are established m 
towns at some distance from the distuct office and where there is a 
fairly concentrated amount of business although not sufficient 
to warrant the creation of a district 

Each district functions under the jurisdiction of a manager 
(or superintendent) Associated with him are one or more 
assistant managers^ a number of agents, a cashier j and a small 
clerical office force Detached offices are usually under the 
supervision of an assistant manager. 

The district is further subdivided into a number of smaller 
sections called debits A An agent is assigned to each debit, so that 
all business he is to service is concentrated within one geo- 
graphical* area, which is exclusive of the areas in which other 
agents of the company call to receive premiums 

The size of a debit depends on the density of population and 
the volume of business the company has in force m that locality 
In sparsely settled districts and in smaller towns, many miles of 
travel may be required to cover a debit, while in city districts a 

1 As the initial step in accounting for his weckly-prenaium receipts, the 
agent is charged, or debitedj by the company each week with the total 
amount of premiums on such policies in force among families in his area 
The use of the term debit has been extended from its original meaning of the 
premiums receivable by the agent to describe also the area within which he 
receives these premiums 
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debit comprises a much smaller area The area included m. a 
particular debit is expanded or contracted when necessary in 
the interests of efficiency. Accordmg to figures of one large 
company for 1943, its average agent was responsible for the 
receiving of weekly premiums of $231 each week, and of monthly- 
debit preimums of $767 each month These premiums were 
distributed among approximately 400 famihes ^ 

The size of a company’s field force depends largely on the 
extent of its business In order to service the 41,000,000 pohcies 
in force among its 30,500,000 policyholders, this same company 
had a total field staff, at the end of 1943, of 26,494 persons, all 
of whom were employed on a full-time basis This included 822 
managers, 2,299 assistant managers, 17,367 agents, and 6,006 
cashiers and district-office clerks. The number of agents per 
district varied from seven or eight in a few- of the smallest ones, 
to more than 40 m the largest districts The number of assistant 
managers per district varied with the number of agents, there usu- 
ally being one assistant manager for every seven or eight agents. 

The entire personnel of a distiict office — including managers, 
assistant managers, agents, and clerical employees — are appointed 
by the home office and perform their duties in accordance with 
regulations formulated there This central control has made 
for greater uniformity of procedure m the company’s relations 
with its pohcyholders, an especially important consideration in 
the operation of the debit system with its emphasis on broad and 
varied service 

The manager is responsible for the proper functioning of his 
district in all respects Although he does not actually appoint 
or discharge agents, his recommendations on these matters are 
given careful consideration by the home office The assistant 
managers help tram the agents and direct their activities, intro- 
duce new agents to their policyholders, aid them m their work 
when necessary, substitute for them during an illness or vacation, 
make periodic audits of their accounts, and generally assist in 

1 In addition, each agent was responsible for servicing an average of more 
than $400,000 of Ordinary life insurance other than that on a monthly- 
premium-debit basis 
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the management of the district In addition to their supervisory 
and educational duties, the managers and assistant managers 
also sell insurance. 

Every district office has a clerical force, consisting of one or 
more clerks under the supervision of a cashier or office supervisor 
who reports directly to the manager The number of clerks 
varies with the size of the agency force in the district and the 
number of policyholders who pay premiums directly to the office 
The company under discussion has an average of about six clerks 
per district in addition to the cashier 

The district-office clerical force acts as an intermediary between 
the agency staff and the home office in many matters. All the 
routine records, reports, forms, and correspondence of agents 
pass through the hands of these clerks, who leview them for 
completeness and accuracy and, when necessary, note them in 
the proper records. Similarly, material from the home office 
is sent to this clerical force for transmission to the agency staff 
The district-office clerks receive premiums and otherwise render 
service to policyholders who call at the office in person or who deal 
with the district office by mail In addition, these cjlerks have the 
usual accounting and related activities incident to the operation 
of any organization that continually receives and disburses funds 

The agents make their headquarters at the district office The 
regular educational meetings of the district staff are held in this 
office, and here also each agent has his desk and facilities for 
making up his periodic reports to the home office ^ 

The Work of the Agent. — new agent of an Ordinary company 
must slowly build up a business of his own. The debit agent of an 
established company, however, starts his work with a large 

1 The hranch-office system described above differs from the general-agency 
system followed by many Ordinary companies Under the latter system, 
the general agent is given complete jurisdiction over a designated territory 
In his contract with the company, he is paid a certain rate of commission on 
all business produced in this area and, in return, is required to pay all the 
expenses of maintaining his office His sales organization is responsible to 
him rather than to the company, and he contracts with individual subagents, 
allowmg them a somewhat smaller fixed commission on the business they 
produce than he receives from the company. 
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clientele and a substantial volume of existing business, the 
servicing of which provides him with an immediate mcome. 

When the agent receives a family^s payment on weekly- 
premium policies, he does not give an individual receipt but 
records the payment in the family's Premium 'Rece%'pt Book, In 
this book are listed all the weekly-premium policies of the family 
and the total amount of weekly premium for the entire family; 
spaces;, are provided for recording the payment of the premiums 
each week. A single entry in this book suflices for the total 
fannly weekly premium each time it is paid For monthly-debit 
(Industrial and Ordinary) policies a sinular procedure is followed, 
the entries being made in a Monthly-Premium Eeceipt Book. 

For his record of the weekly- and monthly-debit premiums 
received, the agent maintains a Debtt Book From this book he 
makes up each week an account of the weekly premiums he has 
received, which account he submits to the district office for 
forwarding to the home office. He follows a similar procedure 
each month for monthly-debit premiums 

The debit system of premium accountmg is based on a decen- 
tralized plan of work and is one of the essential factors which 
has made possible the efficient conduct of Industrial life insurance 
Under this system the agent's detailed records of premium pay- 
ments on individual policies permit the home office to dispense 
with similar records The agent reports on these transactions 
in bulk — and not on individual policies — ^unless for some reason 
their prennum-payment status has changed. 

Thus, he reports on an mdividual policy only when some change 
is to be made in it, when premium payments are discontinued, 
when the policyholder moves to the debit serviced by another 
agent, or when the pohcyholder expresses his intention of paying 
his weekly premiums directly to an office of the company This 
system has resulted in a great saving in home-office expense 
without a corresponding increase m field expense, and has conse- 
quently reduced the ultimate cost to the pohcyholder.^ 

1 An explanation of the debit system of premium accountmg, and fac- 
simile illustrations of a Weekly-Premium Receipt Book and of a Debit 
Book, appear in Appendix J, p 281 
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The agent, as well as the policyholder, benefits from his assign- 
ment to a definite debit In his regular visits throughout the 
neighborhood, he comes to know not only members of the families 
he services but also their friends and neighbors. He learns 
which families have no insurance and which might reasonably 
add to their present insurance program Thus he comes m con- 
tact with many possible purchasers of insurance 

The knowledge he gams of the circumstances of the families 
living within his debit is valuable for arranging insurance pro- 
grams suited to the particular needs of each individual family 
The agent sells not only weekly-premium and monthly-premium- 
debit policies but also laiger Oidmary policies In short, he 
offers insurance for any sum, from the modest amount a weekly 
premium of 5 cents will purchase to units of insurance as high 
as several hundred thousand dollars 

It IS significant that the debit agents of the three large com- 
panies sell a greater amount of Ordinary than of Industrial life 
insurance. In 1943, of the total amount of life insurance (exclud- 
ing Group) they sold, 30 4 per cent was on weekly-premium 
policies, 14 4 per cent on Industrial and Ordinary monthly- 
premium-debit policies of less than $1,000, and 55.2 per cent on 
Ordinary policies of $1,000 or more. 

In addition to his principal duties of receiving premiums and 
selling life insurance, the debit agent performs a variety of other 
services ^ Of equal importance with his original sale of the 
insurance is his responsibility for its conservation His personal 
visits to receive premiums enable him to safeguard the family 
program from lapsation caused by carelessness or indifference 
Even if he is unsuccessful in preventing a lapse, he may later be 
able to effect a reinstatement of the policy. The agent also 
quickly learns when changing financial circumstances make 
advisable any adjustment of the insurance program and can 
recommend possible changes, additions, or retrenchments, as 
individual circumstances may indicate 

^ Families that pay their weekly preipiums directly to an office of the 
company usually receive insurance services, other than the receipt of 
premiums, through agents specially designated for that purpose 
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It is also the function of the agent to inform the family of the 
dividends that have been declared on its policies. If the divi- 
dends on Industrial pohcies are declared in the form of paid-up 
additions, he gives the family the company’s printed announce- 
ment of the amount to which its msurance has been increased; 
if they are declared as premium credits, he records the amount 
of such premium credits in the family’s Premium Receipt 
Book. 

The agent assists in such matters as notifying the company 
when the insured desires to change the designated beneficiary 
or when the insured’s name is changed by marriage or otherwise. 
He is able to answer questions about insurance which may arise 
from time to time m the mind of the policyholder The holder 
of a larger policy is more hkely to write directly to the home 
ofl&ce for an explanation, but the Industrial pobcyholder usually 
prefers to obtam the mformation without having to write and 
does so when the agent makes his regular call 

The agent renders fuither valuable service in assisting in the 
prompt settlement of claim payments When an endowment 
policy matures, the agent forwards the pohcy together with 
settlement papers to the home office; the payment check is 
then dehvered by the agent or mailed by the home office to the 
insured The agent also informs the policyholder when all 
premiums required by the pohcy contract have been paid and 
submits the policy to the home office for endorsement as fully 
paid-up insurance 

When death or a disabihty through loss of eyesight or hmbs 
occurs in a family, it comes to the agent’s attention very quickly. 
He aids the fanuly in completmg the required notice of claim 
and expedites payment in every way When payment cannot be 
made to a named beneficiary, but must be made in accordance 
with the facihty-of-payment provision of an Industrial pohcy, 
the agent is of considerable help to the family in seeing that 
prompt payment is made to the proper person Occasionally, 
too, he IS able to brmg to a pohcyholder’s attention a benefit to 
which he is entitled, but which he may have overlooked or 
forgotten 
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The health-education programs engaged in by several com- 
panies owe much of their success to the work of the agent. If 
he learns of illness in the course of his regular visits to an Indus- 
trial policyholder, he generally is able to call in a visiting nurse 
who helps care for the sick policyholder and gives instruction to 
the family The health literature published by the companies 
has had its most effective circulation through agents, who have 
distributed to millions of homes pamphlets on such subjects as 
nutrition and the prevention and treatment of various diseases ^ 

1 The health services provided for Industrial pohcyholders by one large 
company are described m Appendix K, p. 291 



CHAPTER IV 
THE AGENT 

The quahty of service which policyholders receive from, a hfe 
insurance company depends in large measure on the capabihties 
of its agents and on their attitude toward their work Therefore, 
it is necessary for the company to select capable and responsible 
men as agents, to train them for their work, and to compensate 
them adequately for their efforts. 

Selection. — Recommendation of suitable persons to be 
appointed as agents is primarily the responsibility of the mana,ger. 
It was formerly the general practice to rely almost entirely on 
his practical knowledge of the necessary quahfications How- 
ever, in recent years, it has been found that he can be aided in 
his choice of qualified men by a more standardized procedure, 
and some compames have developed more formal methods of 
selection, which cover all the factors to be considered in ratmg 
apphcants 

One company, for in^ance, has made studies from time to time 
of its agency personnel to determine what characterizes the men 
who have succeeded best From such studies, and from observa- 
tion by the managers, there has been developed a pattern of 
characteristics desirable in a prospective agent. He should have 
a genuine liking for people and an abihty to get on with them; 
a pleasing personahty; the ability to express himseK effectively, 
intelligence and a somewhat better than average educational 
background; enthusiasm for the work; a good reputation and 
sound personal spending habits. 

To elicit the necessary information, this company makes use of 
questionnaires and aptitude tests in addition to personal inter- 
views. Careful investigation is also made into the applicant’s 
home surroundings, his occupational background, his record with 
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former employers, and his reputation among people with whom 
he has associated. 

Training. — In the early days agents were trained by persons 
who were fully acquainted with the company's rules and practices 
and who had been successful as life insurance salesmen. In 
those days the agents received less formal instruction and to a 
greater extent weie expected to learn by doing Practical 
experience is still indispensable, but it has become generally 
recognized that more extended formal training can greatly reduce 
the time required for an agent to become proficient m serving his 
policyholders and can materially increase the proportion of those 
who become successful agents 

The exact method of training varies considerably among 
individual companies It may commence in a training school, 
m the local district office, through a correspondence course, or 
even in the field under suitable guidance, or a combination of 
these methods may be used. The period of training also vanes 
with each company and with each man's ability Procedures 
for the effective training of agents are still, and probably always 
will be, in a stage of evolution; some of the present steps may be 
illustrated by the program followed by one company. 

This piogram has been developed mainly within the past two 
decades — although begun much earlier — and is under constant 
revision to meet new conditions. Instruction in effective 
methods of prospecting, selling, and programing constitutes an 
important part of the training, but equal emphasis is placed 
on proper servicing of the insurance. 

Prior to his official appointment, the prospective agent receives 
certain preschool instruction at the district office to assure that 
he will have an understanding of the nature of the work he is 
undertaking After appointment, he enters one of the company's 
training schools, located in four large cities The agent usually 
remains m this school for 2 weeks, ^ 

1 There is an exception to this practice in districts located too far from 
these four centers In such cases, instead of going to the school, the new 
agent is individually tutored by the manager or an assistant manager over 
a 4-week period 
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The courses given to the new agent include a study of the 
nature of the different forms of life insurance, of the applicability 
of each type, and of proper programing Thorough analyses 
are made of Industrial and Ordinary life insurance policies as well 
as of Group life insurance, annuities, and accident and health 
insurance. There are classroom demonstrations of proper sales- 
manship, and the courses stress the services agents will perform 
in receiving premiums, conserving insurance, revising family 
programs, and assisting in claim settlement The prospective 
agent is also made familiar with the report forms that he will use 
and IS instructed in his accounting duties. Through daily 
reviews and tests, high standards of proficiency have been 
obtained by the company, and the agent is greatly helped in 
his new career 

In every state and the District of Columbia, the life insurance 
agent must be licensed, and, in a number of states, he must pass 
a written examination. In recent years, there has been an 
increasing tendency for state supervisory authorities to raise the 
standard of licensing qualifications In addition to more general 
questions, the license examinations contain specific questions 
on such subjects as insurable mterest, the nature of the provisions 
contained in pohcy contracts, and the characteristics and uses 
of the various plans of insurance 

After completing his prehminary schooling and receiving his 
state hcense, the new agent of this company reports to his district 
office There his traimng is continued through lectures and 
study, combined with actual demonstration and practice on the 
debit Detailed books of instructions have been prepared for 
his use, covering various phases of his activities. 

The new agent is personally introduced by an assistant manager 
to the families he will serve For the first few weeks, the assistant 
manager accompanies him on the debit each day, and during the 
first 6 months he is given such individual instruction as he 
requires. Instruction is not confined to any one phase of selling 
or service, but extends to all activities in which he is expected to 
engage. Toward the end of this 6-month period, the new man 
is accompanied in the field and observed for a week by a special 



64 HOW INDUSTRIAL LIFE INSURANCE IS TRANSACTED 

instructor from the home office^ to check his progress and to 
ascertain in which activities he may need further training 

In some localities continuation schools for agents have recently 
been introduced by this company on an experimental basis 
After his first 6 months on the debit, the agent attends this school 
1 day each week for 16 weeks This instruction is, of course, in 
addition to regular assistance given by the manager and assistant 
manager. Later he has other educational opportunities in the 
form of special instruction and correspondence courses, covering 
management of the debit, selling methods, and particularly the 
many activities incident to servicing policyholders 

The company has been able to improve the efficiency of its 
agents greatly, through helping them to systematize their work 
Whenever possible, the agent is relieved of routine tasks which 
may be done to better advantage by cWks in the district or home 
office, and thus he is freed to perform those services that are best 
done by a person with his training and his direct contact with the 
policyholders Trained experts visit agents m the field thiough- 
out their tenure to advise tern on the efficient handling of their 
debit as well as on the most effective use of their time The 
company's efforts in this respect have done much to improve the 
conditions under which agents work and to increase their ability 
to render full service to families on their debits. 

For the advanced agent, and likewise for managers and their 
assistants, courses are given, preparing them to qualify as Char- 
tered Life Underwriters (C.L U ), a designation granted by the 
American College of Life Underwriters. Usually, candidates of 
all companies who take this course attend a local college or 
university or enroll in classes conducted by the companies 
Practical field experience and success in a number of comprehen- 
sive examinations are required to secure the C L U designation, 
and it usually takes several years to complete the required 
examinations 

This company also gives special advanced instruction to its 
managers and assistant managers to supplement their past 
training and experience and the guidance given them by agency 
executives The courses for these men are given in Three parts, 
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each requiring the equivalent of 3 weeks^ full-time attendance at 
special schools The men study the more technical life insurance 
subjects as well as agency management The agents also benefit 
indirectly, because their managers and assistant managers trans- 
mit to them the training received from these courses In addi- 
tion, instructors from the home office give individual tutoring to 
assistant managers in the field on debit management, planned 
selling, and training of new agents 

This comprehensive training program has done much to 
develop field men of ability and initiative, who are alive to their 
responsibilities toward their policyholders and to the standards 
of their profession. 

Compensation. — ^When a company has selected and trained a 
man to represent it as agent and has assigned him a debit in which 
to operate, it should also make it possible for him to earn an 
amount adequate for a man of good caliber doing a responsible 
job 

Because of the continuing service to policyholders characteris- 
tic of the debit system, the basis of compensating agents in con- 
nection with Industrial life insurance has always been different 
from that underlying the Ordinary system of compensation. 
Until comparatively recently, in each of the three large com- 
panies, the agent^s compensation in Industrial life insurance 
consisted of two elements : a commission based on the size of the 
debit, and a commission based on the net ^ncrease in the debit 
(net increase was defined as the amount of premium issued and 
reinstated less that termmated for causes other than death, 
maturity, or other contractual completions of premium pay- 
ment) The latter commission thus made it as important for the 
agent to conserve an existing policy as to sell a new policy for the 
same premium 

This system of compensation worked satisfactorily for many 
years, until the economic depression of the 1930^s During the 
depression the large number of terminations caused by adverse 
economic conditions made it impossible for many agents to 
increase the volume of their debit insurance As a result, they 
earned no commission either for sellmg new insurance or — of 
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especial importance under the conditions then prevalent — for 
the conservation of old insurance 

Although temporary adjustments were made to alleviate the 
difficult situation that had arisen, it became evident that a fun- 
damental change m the basis of agents^ compensation Avas 
advisable It was felt desirable to prepare a new contract that 
would pieserve the intent of the original method of compensation 
but would work satisfactorily in abnormal as well as normal 
years 

Accordingly, new forms of contract were introduced by the 
three large companies in 1933 These were modified in 1938, and 
the contracts in present use by these three companies are sub- 
stantially the same as those adopted in that year. The contracts 
of the thiee companies are the same m principle, although they 
differ somewhat in their terms. Under they: provisions the agent 
receives three separate commissions for his work in connection 
with business handled on the debit system. This form of con- 
tract remunerates the agent for selling and conserving insurance, 
for receiving premiums, for rendering other necessary services to 
policyholders, and for his other duties in connection with debit 
policies, such as completing reports and accounts. It will be 
sufficient here to examine in detail the basis of compensating the 
debit agents in one of the companies.^ 

The agent is paid a first-year commission on debit business 
based on 1 year’s premiums on the policies he sells This com- 
mission is designed to provide an incentive to sell only policies 
that are likely to continue, since in effect, it is generally paid only 
if premiums on the policy are paid for at least one full year, 
unless within that time the insurance becomes payable as a claim. 
No first-year commission is paid on a policy which is written 
within 3 months before or after the lapse of another policy in the 
company on the same life or m the same family This limitation 
IS imposed so that existing policies will not be unnecessarily 

^ The contract described is not applicable to some special groups of 
agents, such as those who perform insurance services, other than receiving 
premiums, for pohcyholders who pay premiums directly to an office of the 
company 
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surrendered and replaced through lack of proper conservation 
efforts 

The rate of first-year commission payable is about one-fourth 
lower on endowment policies maturing in 30 years or less than on 
other plans of insurance, being 28 and 37 per cent, respectively, 
of the premiums for the first policy year. The first-year com- 
mission rates are identical on weekly-premium policies apd on 
monthly-premium-debit policies, whether the latter are Indus- 
trial or Ordinary 

The agent receives as his second form of commission one which 
is paid as a fixed percentage of the amount of debit premiums 
received by him Because of the manner m which it is computed, 
this part of an agent’s remuneration is usually called a collecHon 
commisston 

In the case of weekly-premium business, this collection com- 
mission IS paid at the rate of 12 per cent, with the provision that, 
if the debit is less than $150, a commission of $18 a week will be 
paid Wherever possible, the company fixes the size of each 
agent’s weekly-premium debit at not less than $150 In a few 
sparsely populated areas, however, this is not possible, and the 
minimum collection commission is designed to make allowance 
for this condition. 

For monthly-premium-debit business, both Industrial and 
Ordinary, the collection commission is at the rate of 4J4 cent 
A recent study by this company disclosed that each time its 
agents received monthly premiums they earned about the same 
average amount of collection commission as when they received 
weekly premiums. 

The third type of payment is a conservation commission, which 
gives the agent a financial incentive to conserve existing insurance 
to the fullest possible extent. The amount of this commission 
depends on the relative lapse rate of the busmess entrusted to the 
agent’s care, as compared with that of the company as a whole. 
The lapse of a policy in force less than 1 full year does not gen- 
erally affect this commission, since it has already been reflected 
in the agent’s first-year commission The amount of the con- 
servation commission varies from $2 a week, if the agent’s lapse 
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rate is more than 125 per cent of the base rate applicable to the 
company as a whole, to $6 a week if his lapse rate is 20 per cent 
or less of this base rate. 

In order to avoid needless fluctuations in an agcnt\s income, 
his total commission on debit business is determined at quartei- 
yearly intervals and is paid in uniform amounts m each of the 
following 13 weeks The amount of the collection and conserva- 
tion commissions is based on the agent^s record for the preceding 
quarter year, but the amount of the first-year commission is 
based on his record for the four preceding quarter years In this 
manner the effect of any abnormally large or small volume of 
issue in any quarter year is lessened by averai^g this issue with 
that during three other quarter years. The steady income for 
servicing business also tends to stabilize the agent^s weekly 
income This system of remuneration while rewarding the 
agent for his individual accomplishments at the same time has 
the advantage of providing an income that is reasonably stable 

In addition to his compensation for debit business, on non- 
debit Ordinary business the agent receives first-year commissions, 
renewal commissions during the second, third, and fouith policy 
years, and 1 per cent of the premiums as a service fee thereafter 
He IS also paid commissions on annuities, Group insurance, 
and accident-and-health policies. Because of the larger sums 
involved, it is practicable to vary the rates of commission on 
Ordinary policies to a greater extent according to the plan of 
insurance and some degree according to the amount of insur- 
ance However, the rate of first-year commission is about 
the same on the average for nondebit Ordinary policies as for 
monthly-debit and weekly-premium policies. 

The relative importance of each factor that enters into the 
compensation of agents in this company is indicated in Table 2.^ 

1 In addition to this compensation, the agents are eligible for a com- 
prehensive msnrance and retirement program consisting of Group life 
insurance, temporary-disability benefits, total-and-permanent-disability 
benefits, surgical-operation and hospitalization benefits (including coverage 
for dependents), and retirement annuities The cost of this program is met 
jomtly by the agents and the company 
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The figures in Table 2 have been grouped to show the propor- 
tion of the agent’s total compensation that arises from each 
branch of the business They may also be grouped according 
to the type of function the agent has performed Under this 
classification, it is found that more than two-thirds of his com- 
pensation was received for servicing and conserving existing 
insurance, and less than one-third for selhng new insurance 


Table 2 — Average Compensation per Week per Agent during 1943 


— 1 

Derived from 

1 

j 

Compensation ! 

Per cent 
of total 

Weekly-premium insurance 



Collection commission 

$27 73 

42 2 

Conservation commission 

3 83 

5 8 

First-year commission 

5 88 

9 0 


$37 44 

57 0 

Monthly-debit insurance (Industrial and 



Ordinary) . 



Collection commission 

$7 49 

11 4 

Conservation commission 

1 04 

1 6 

First-year commission 

7 14 

10 9 


$15 67 

23 9 

Ordinary insurance (excluding monthly- 



debit) 



Renewal commission and service fee 

$5 04 

7 7 

First-year commission 

6 67 

10 0 


$11 61 

17 7 

Accident and health insurance, etc 

0 93 

1 4 

Total 

$65 65 

100 0 


Thus, this system of compensation gives the agent a reason- 
ably steady basic income for duties that require only a part of 
his time and gives him ample opportumty to supplement this 
income by selling new insurance Of the total amount received 
as first-year commissions, the agent earned more from the sale of 
monthly-prencuum-debit policies — and more from the sale of non- 
debit Ordinary policies — ^than from the sale of weekly-premium 
policies 
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The average weekly compensation quoted above is representa- 
tive of the amount received by the great majority of the agents 
of the company and is not derived from a large number of very 
low and very high incomes This is evident from the statistics 
shown in Table 3 for agents who worked the full yeai of 1942, 
the latest year for which such data are readily available 

Table 3 — Distribution of Agents by Income Range 


1942 earnings 

Number 
of agents 

- 

Per cent 
of total 

Less than $1,500 

1 

0 01 

$1,500-12,000 

52 

0 33 

$2,000-12,500 

962 

6.18 

$2,500-13,000 

3,884 

24 93 

$3,000-$3,500 

5,26J 

33 78 

$3,500-14,000 

3,349 

21 50 

$4,000-15,000 

1,812 

11 63 

$5,000-$6,000 

226 

1 45 

$6,000 and over 

30 

0 19 

Total 

15,577 

100 00 


Tenure. — Better training of agents, improved earnings, 
increased stability of income, and the insurance and retirement 
program available to them have increased the proportion of 
agents who make life insurance a career. They have been given 
an added incentive by the general policy of encouraging advance- 
ment from the ranks; practically all of the present agency execu- 
tives, as well as managers and assistant managers, started work 
as agents on a debit. 

For many years past, each of the three large Ordinary-Indus- 
trial companies has been successful in reducing the rate of agency 
turnover. Thus in the Case of one of them, the rate of turnover 
has steadily decreased, except that since 1941 it has increased 
somewhat owing to war conditions; yet even m 1943 it was lower 
than in any year prior to 1939, less than one-half the rate in any 
year prior to 1937, and less than one-fourth the rate in any year 
pnor to 1930, During the 5-year period 1939”'1943, the termi- 
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nations of agents^ services because of resignations and dismissals 
represented slightly less than 8 per cent per year of the average 
number of agents. This is an exceptionally low rate of turnover 
for any type of outdoor sales and service organization 

The decreasing rate of turnover among agents m recent years 
has been reflected in an increased tenure of service The latest 
study of length of service of the agents of this company indicated 
that 70 per cent already had at least 5 years of service, and more 
than one-third had at least a decade of service. The average 
length of service of all agents was more than 9 years. 

As an agent's years of service increase, it may generally be 
expected that his ability to render proper service to his policy- 
holders will improve The training and education he receives 
over the years, together with the increased knowledge of the busi- 
ness and of the families in his debit that he gams from experience, 
are valuable in assisting him both in the proper selling and 
programing of insurance and in keeping the family's insurance 
program effective after the sale has been made. 



CHAPTER V 
THE HOME OFFICE 


The direction and management of a life insurance company 
are centered in its home office There/ too, are performed 
many operations that are necessary to the transaction of the 
business, in addition to those performed by the company's field 
staff in the sale and service of the insurance. 

It is beyond the scope of this book to describe at length all the 
operations performed at the home office. This chapter is devoted 
to a brief outline of a company's management and organization 
and to a short explanation of the work done at the home office in 
connection with Industrial life insurance. Many activities that 
pertain specifically to Industrial life insurance are discussed in 
detail in other chapters 

Officers. — The officers of a company are elected or appointed 
by its board of directors In a few companies the executive head 
has the title of chairman of the board, but more frequently the 
president heads the company The president and one or more 
senior vice-presidents are also usually members of the board of 
directors. 

The chief executive officers are assisted in the administration 
of the company by a number of other senior officers, each of 
whom, in addition to supervising a specific branch of work, is also 
part of a general staff that advises on matters of company policy 
Although the ultimate decision on broad matters of policy is made 
by the board of directors, they must rely to a considerable extent 
on the recommendations of the chief executive officers They, in 
turn, have consulted with the other senior officers who have 
specialized in the particular subject under consideration and have 
given it intensive study. 

The number of officers, of course, depends on the number of 
branches of insurance that the company transacts and on its size. 
The largest company — ^which in addition to Industrial, Ordi- 
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nary, and Group life insurance transacts an annuity and an 
accident and health insurance business, with 41,000,000 pohcies 
m force and some 43,000 full-time field men and home-office 
employees — ^had 26 senior officers at the end of 1943 In the 
supervision of the home office the senior officers are assisted by 
junior officers each of whom speciahzes m certain phases of the 
company's operations. 

Home-office Operations. — Industrial life insurance is a busi- 
ness of many details It requires an expert office orgamzation 
and many workers to perform the duties necessary to the issuance 
of pohcies, their servicing while they remain in force, and the 
payment of benefits when they terminate. 

For administrative purposes, the home-office organization is 
usually divided into a number of functional units which m some 
companies are called departments and in others dtmsions In each 
such division are grouped functions of a related nature In a 
large company it is possible to carry out a thorough functional 
separation of work among clerical employees. Many routine 
transactions, when conducted on a mass basis, can be broken 
down into simple operations to be performed by clerks without 
technical training The more skilled personnel are thereby freed 
to handle the more complicated operations Thus, in any princi- 
pal function, men and women of varying grades of skill may be 
efficiently employed, with resulting economy of operation 

The internal orgamzation of an insurance company depends 
to a considerable extent on the volume of business transacted. 
Functions which m a large company require the full time of a 
large division can be performed in a small one by a few clerks. 
Small companies frequently rely on outside consultants m special- 
ized fields rather than employ these experts on a full-time 
basis Hence, the detailed home-office operations and organiza- 
tion will differ between small and large compames. Yet certain 
basic divisions are common to the home offices of most life insur- 
ance companies. Although procedural differences exist even 
among the largest compames, the practices of one of them in 
connection with its Industrial pohcies will serve in this chapter 
for illustrative purposes. 
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Issuance of Policies. — The connecting link between the field 
organization and the home office is the agency division. The 
work of this division includes the appointment, training, and 
compensation of the field personnel and the supervision of their 
work Explanatory sales literature is also prepared and the 
records needed to determine the compensation of all members of 
the field organization are kept here or in an allied division 
The officers in charge of this division are assisted by superin- 
tendents of agencies each of whom is charged with the responsi- 
bihty for agency functions in one particular area of the country 
The area assigned to each superintendent of agencies is referred 
to as a territory and may include several states The company 
under consideration divides the United States into 12 such 
territories (and has an additional one in Canada). The superin- 
tendent of agencies spends a large part of his time in the field 
observing conditions in his territory and helping managers, 
assistant managers, and agents improve the effectiveness and 
efficiency of their work. On his return to the home office, he 
reports to the agency vice-president and to other senior officers of 
the company. By this means, the executives are kept in close 
touch with developments in the field. 

When an agent submits to the home office an application for 
new insurance, it is first reviewed by the underwriting division. 
The underwriting of Industrial applications consists of classifying 
the applicant as a mortality risk and judging the appropriateness 
of the desired insurance for the family’s needs and circumstances.’- 
Most applications for Industrial life insurance raise no unusual 
questions and can be reviewed and approved by clerks who have 
been trained to follow prescribed rules and schedules. The 
remainder are referred to a more highly trained staff of under- 
writing specialists, who exercise individual judgment, based on 
their knowledge and experience, to determine the proper action to 
be taken. In a few cases it is necessary for them to refer a case 
with questionable medical findings to the medical division 
Other duties of the underwriting division include approval of 
appheations for reinstatement of lapsed policies (or for a change 
1 See Chaps VII and XVI. 
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of the policy) when it is necessary to determine the insurability 
of the applicant. This division is charged also with passing on 
applications for a change of beneficiary to confirm that the pro- 
posed beneficiary has a proper insurable interest m the hfe of the 
insured 

If it is considered advisable to obtain a medical examination of 
the applicant, he will be examined by a local physician, who is 
appointed and instructed in the company’s examination require- 
ments by the medical division. This division, which handles 
Ordinary as well as Industrial cases, is headed by the company’s 
medical director and mcludes a staff of physicians and a specially 
trained clerical force. Because of its knowledge of the probable 
influence of various physical impairments on mortality, this 
division passes on borderhne cases mvolving technical medical 
findings It also plays an important part in the formulation of 
underwriting rules 

Once the underwriter has approved the new application, the 
policy IS completed m the 'policy division. Printed pohcy forms 
are used, because the wording of contracts is identical withm 
fairly large groups of pohcyholders. A different Industrial 
policy form is used for each plan of insurance, and for each group 
of ages (e g , ages one to nine, ten to nineteen, etc ). It is only 
necessary, therefore, to select the proper printed form and to 
type on it certain additional information such as the name and 
age of the insured, the name of the beneficiary, the pohcy number, 
the amount of premium, the amount of insurance, and the date of 
issue When the new policy is being prepared, the application is 
numbered serially to correspond to the number given the pohcy 
and is filed in numerical order. 

In addition to completing pohcy contracts, the pohcy division 
prepares records (usually on cards) of pohcies issued, including 
such information as the pohcy number, the name, age, race, and 
sex of the insured, the amount of premium, plan of insurance, 
and district and debit In the company under discussion, two 
card records are prepared; one is sent to the actuarial division for 
its use in various compilations and studies; the other is kept by 
the pohcy division In the latter division, these record cards are 
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maintained in a separate file for each agent so that a record of all 
policies in force in his debit is always at hand. No further nota- 
tion is made on these cards for continued payment of premiums, 
although payment of dividends or of the refund for direct payment 
of premiums is recorded on them When premium payments aie 
discontinued (or resumed) or if any of the basic data contained 
on the card are changed (as through a change of plan of insurance) 
the card is suitably modified or endorsed. 

In recent years handwritten record cards have been largely 
replaced by punch-cards. Information is entered on these cards 
by punching holes in a particular row and column. The cards 
can then be sorted, tabulated, and summarized by machine with 
great rapidity, reducing the amount of clerical help needed and 
increasing the speed with which the work can be accomplished 
The use of these mechanical aids has made possible considerable 
economy in operating costs. 

As changes occur in the status of policies in force in each agent^s 
debit, the policy division compiles a register form listing these 
changes each week for weekly-premium policies and each month 
for monthly-premium-debit policies. These forms, which are 
called LiJe-and-Lapse-Iieg%ster hsts^ contain a detailed record for 
each agent^s debit of the policies issued, changed m premium or 
plan of insurance, reinstated, and lapsed, as well as of those trans- 
ferred to or from another debit. One copy of this completed form 
IS kept at the home office and another is forwarded to the agent, 
enabling him to keep his accounts in exact accord with the 
official records of the company.^ 

For each type of policy issued by the company, the premium 
rate to be charged and the nonforfeiture values to be granted have 
already been calculated by the actuarial division, in accordance 
with principles which are discussed in Part V This division, m 
cooperation with the company’s law division, also drafts the 
various forms of policy contracts and assists the agency and law 
divisions in preparing the contracts which fix the basis of com- 
pensating the company’s agency staff 

1 A facsimile illustration of Life-and-Lapse-Register lists appears in 
Appendix J, p 281 
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Services on Policies in Force. — Besides performing necessary 
functions in connection with the issuance of new pohcies, the 
actuarial division plays an essential role m keeping the business 
on a sound financial basis. Frona this division come important 
studies and calculations, on the basis of which the company issues 
its contracts and provides for their fulfillment. The actuaries 
must follow closely the mortahty, interest, and expense experience 
of the company, since these are the elements on which future 
premium rates, reserves, and nonforfeiture values will be cal- 
culated, and appropnate scales of dividends determined. Trends 
in the claim experience are carefully analyzed, not only for their 
effect on the cost of insurance, but also as guides in determining 
the underwriting rules of the company Many special studies 
are made, frequently in cooperation with other divisions, to test 
the effectiveness of various company practices or to appraise 
some proposed new action 

The maintenance of records to be used in the calculation of 
reserve liabilities (as well as in studies and investigations) is 
another important part of the work of the actuarial division 
The computation of the reserve at the end of each calendar year 
is not made separately for each pohcy, but similar pohcies are 
grouped together and valued as one unit 

In addition to calculating reserves and other pohcy liabilities, 
the actuarial division makes financial analyses of the company's 
operations each year, both for inclusion in the company's annual 
statements to state insurance departments and to pohcyholders 
and for submission to the company's executives and directors 

Like any other financial business, the conduct of hfe insurance 
necessitates much bookkeeping and auditing. Strict account 
must be kept of all receipts and disbursements, and these figures 
are carefully audited. These functions are performed by the 
accounhng and audzting division which maintains the ledgers and 
journals in which all receipts and disbursements are recorded, 
as well as the accounts used m the preparation of the company's 
financial statements In companies that transact several 
branches of insurance, separate financial records are maintained 
for each, and care is taken to see that each branch receives its 
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proportionate ahare of income and is charged with the policy 
payments and expenses attributable to it 

Funds accumulated under Industrial policies are combined 
with those of other blanches to be invested l)y the investment 
division. This division employs analysts trained in various 
fields, including specialists in government and municipal bonds, 
utility and railroad bonds, city-real-estate mortgages, housing, 
farm loans, and other types of investments Generally speaking, 
their most important work lies in analyzing investments and in 
recommending those which would be suitable and advantageous 
for purchase. In consummating investments so recommended 
and approved by the board of directors or its appropriate com- 
mittee, they have the advice and assistance of the legal experts in 
the company's law division The investment division is responsi- 
ble also for maintenance of records on investments, safekeeping 
of securities, collection of interest, dividends, and rents, and 
valuation of securities. It maintains a constant watch over the 
company's portfolio, and makes such adjustments in its holdings 
as prevailing financial trends may call for. 

The services performed by the actuarial, accounting and audit- 
ing, and investment divisions are essential to the sound financial 
operation of the business. The insured does not ordinarily come 
in direct contact with these activities ; he has a more direct rela- 
tionship with other divisions which perform essential services m 
connection with individual policies 

One of these services is the payment of dividends on Industrial 
policies. After the amounts available have been appropriately 
divided among the pohey groups by the actuary, they are 
reviewed by the chief executive and, if he approves, are sub- 
mitted to the board of directors If the board agrees, they are 
submitted to the state insurance department for approval as to 
their manner of payment. 

In the company under discussion, annual dividends on weekly- 
premium policies are made available in the form of credits against 
premium payments. Under this method, the agent credits the 
dividend in the family^s Premium Receipt Book, thus relieving 
the policyholder of paying premiums for a certain number of 
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weeks. At the time the dividend is paid, the premium payer 
signs a receipt which is sent as confirmation to the dividend divi- 
sion of the home office 

The dividend payments are recorded on the pohcy record cards 
which are checked periodically to verify that proper payment has 
been made The accuracy of the dividends credited is also one 
of the items tested by company inspectors when they call on 
policyholders A further check is made at the time of final pay- 
ment of the policy to assure that dividends have been properly 
credited 

For weekly-premium policyholders who have paid premiums 
direct to an office of the company, the 10 per cent refund due is 
computed m the home office at the end of each year of payment, 
and a check is sent to the premium-payer. 

The work of the change division is also of importance to the 
Industrial policyholder If he encounteis financial difficulties, 
he may wish to change his policy to a lower-premium plan of 
insurance or to reduce its amount, if his financial condition 
improves, he may find it possible and to his advantage to convert 
his weekly-premium policies to the monthly-payment basis, or to 
an Ordinal y policy with less frequent premium payments Such 
adjustments of insurance are made by the change division, which 
also attends to requests for a substitute pohcy when the original 
has been lost or destroyed These and other changes, such as 
new designations of beneficiaries, corrections of the stated age of 
the insured, and changes of name, are noted by the policy division 
on its records. 

A tremendous volume of Industrial transactions must be 
recorded each year in a large company Yet their number would 
be fai greater but for the fact that under the debit system it is 
unnecessary for the home office to keep a continuous record of 
addresses of policyholders; the agent has such a record in his 
Debit Book, which is sufficient If a policyholder moves to 
another address within the area serviced by an agent, he merely 
corrects the address in his Debit Book 

If the new address is outside of the agent’s debit, the distnct 
which services the new address is notified, that distnct informs 



^ HOW INDUSTRIAL LIFE INSURANCE IS TRANSACTED 


the policy division, which transfers the policy record card from 
the old to the new district and debit. The policy division offi- 
cially acknowledges completion of the transfer through the Life- 
and-Lapse-Register lists sent to the agents affected. This is 
only one type of transaction among the many which must be 
recorded; yet in the company under discussion more than 
2,800,000 Industrial policies were recorded in 1943 as transferred 
from one debit to another 

When premium payments on a policy are discontinued pre- 
maturely, the agent reports this fact to the home office, which 
changes its records to show the new status of the policy. If a 
nonforfeiture value is available, and if premmm payments are not 
resumed within 6 months of lapse, the hom^ffice sends a notice 
to the policyholder, informing him of the benefit which he is 
automatically receiving 

On many Industrial policies, premiums are payable only for a 
limited number of years. When the full premium-paving 
schedule on such a policy is completed, the insured is notified that 
his policy will be continued in force without further premiums 
as fully paid-up insurance. Appropriate modification of the 
home-office records is then made. 

Policyholders who call at the home office for advice or informa- 
tion on their insurance are assisted by an enquiry bureau, whose 
trained personnel are prepared to answer their questions. Corre- 
spondence IS generally answered by the division immediately 
concerned Great emphasis is placed on prompt service For 
example, a review of 330,000 inquiries regarding Industrial life 
insurance, received in 1942 by one company from its field men, 
policyholders, and others, disclosed that the necessary records 
and information were assembled and three-fourths of the inquiries 
answered by the end of the second day, and 98 per cent by the 
end of the fourth day after they were received. 

Payment of Benefits. — ^When a person insured under an 
Industrial pohey dies, the claim papers and policy are sent m 
from the field to the claim division. The status of the policy is 
checked with the home-office records, and the proper person to 
pay is ascertained The cause of death is examined to see 
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whether death occurred by accidental means and whether the 
additional accidental-death benefit is payable. Care is taken 
to see that dividends due are included in the amount to be paid, 
and that any premiums paid in advance beyond the week of death 
are refunded Consideration is also given to any indebtedness 
against the pohcy, such as a lien for premiums which may have 
been due but not paid in cash at a previous reinstatement. After 
the total amount of claim payable is calculated, a check in 
payment is mailed, if the full amount has not already been paid 
by the district manager ^ Normally, the majority of claims are 
paid, or check for their payment is in the mails, by the day after 
receipt of completed claim papers in the home office. 

Not infrequently, claims are received when the insured has 
disappeared for a number of years and is presumed to be dead, 
although there is no positive evidence that death has actually 
occurred. Careful investigation is made of these cases and in 
many instances the insured is found to be ahve although out of 
touch with his former home 

Claims are sometimes presented which are not justified by the 
terms of the policy. Occasionally, too, some are submitted which 
appear to be fraudulent. If investigation discloses that payment 
is not warranted, the claim, of course, is rejected Some of these 
cases involve substantial difficulty m establishing the facts and 
others involve difficult questions of Jaw. The law division is 
available to assist the claim division in reaching decisions regard- 
ing rejection of claims and to conduct any necessary htigation. 
The interests of the policyholders as a whole, of course, are 
served by the refusal of payment of improper claims, just as 
much as by the prompt payment of just claims. Most claims 
are verified and paid promptly as the necessity for refusal of 
payment is comparatively rare The company under considera- 
tion finds it currently necessary to refuse payment of the death 
claim in only 1 out of every 700 Industrial cases 

Payment of claims under the loss-of-eyesight-or-limbs provision 
contamed in Industrial pohcies is handled in much the same 
manner as for death claims In addition to the cash payment 

^ For payment of claims by managers, see Chap XV, p 191 



82 HOW INDU8THIAL LIFE INSURANCE IS TRANSACTED 


made under this benefit, the policy is transferred from a premium- 
paying to a fully paid-up status. 

If an Industrial policy is on the endowment plan, the company 
does not wait for the policyholder to make formal claim at the 
end of the endowment period Several weeks before this date, 
the maturity division of the home office initiates action The 
various operations necessary for this work are so scheduled that 
the check for the endowment will usually be in the hands of the 
payee by the maturity date. 

There are mstances, of course, when the company cannot locate 
the insured to pay the endowment, because of his failure to notify 
the company of a change in address. The relatively few such 
instances arise chiefly on policies which lapsed many years 
previously and were continued in force under their nonforfeiture 
provisions Starting with the last known address, the company 
uses all available means to find the insured. In the great major- 
ity of cases it is successful in locating him — often far away from 
the last known address and sometimes in a foreign country. 
Even when the search is not immediately successful, the insured 
does not forfeit his right to the endowment amount but may 
receive it at any time by presenting his claim and proving his 
identity. 

When the cash surrender value of an Industrial policy is 
requested or when a change in the plan of insurance or amount 
of premium is desired, the procedures followed are in general 
similar to those for payment of death claims or matured endow- 
ments In each case, an individual calculation of any amounts 
payable is made. 

In addition to the operating divisions directly related to the 
transaction of life insurance, a large company has a number of 
small specialized units The law division, aside from the func- 
tions already mentioned, informs the officers of legislative changes 
and proposals and handles the many legal details necessary to so 
extensive a business as modern life insurance Sometimes there 
IS a statistical bureau, charged with preparing comprehensive 
studies of vital statistics and medical and health progress Sev- 
eral compames also have a business research bureau or similar 
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analytical office, for studying variations m the company’s 
internal experience and relating them to changes m the external 
economic picture The findings of such a bureau serve as a 
useful guide to executives m keeping sales, investment, and 
general company policy in harmony with national and local 
conditions 

Some of the larger Ordinary-Industrial companies have 
developed extensive programs for improving the health and 
longevity of their policyholders In the company under dis- 
cussion, a separate welfare division has long been in operation to 
supervise these activities and to coordinate the company’s efforts 
with those of public-health authorities throughout the country. 

There are a number of other divisions whose work pertains m 
part to the Industrial branch of the business Supervision of 
employees is performed by a personnel division, whose function 
IS to assure proper standards of compensation throughout the 
home office, to select new workers, and to maintam employment 
records An advertising division is responsible for the company’s 
institutional and business publicity. A publication division 
cooperates m the preparation and supervises the production and 
distribution of all printed matter. There must also be a sizable 
ma%ntenance division to keep home-office buildings operating and 
in proper repair and order. A purchasing and supply division 
has full charge of physical equipment, office furniture and fixtures, 
and supplies. The mail division speeds distribution of incoming 
and outgoing mail, which often assumes great proportions 
These and other administrative divisions are essential to the 
smooth functioning of a large company 

To insure accuracy, constant checks are made and controls 
are set up so that, if occasional delays or errors do occur, a super- 
visor may deteimine the cause and take any necessary corrective 
action immediately Procedures are constantly under review 
and are frequently changed to simplify and improve operations 
and to eliminate any that have become unnecessary Some of 
the larger companies maintam special bureaus to coordinate the 
functions of the vaiious divisions and to standardize procedures 
and equipment. 
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Every labor-saving device known to modern business is brought 
into operation if it helps to lower cost At the present time most 
home offices make extensive use of such mechanical aids as the 
addressograph, chcckwriter, dictaphone, dictograph, photostat, 
teletype, typewriter-bookkeeper, and calculating, transcribing, 
and punch-card machines As a result there has been a constant 
improvement in the service given to policyholders and a reduction 
in its cost 



CHAPTER VI 

GOVERNMENTAL REGULATION AND SUPERVISION 


Important in the operation of life msurance in the United 
States is the thoroughgoing public regulation and supervision by 
state governments of all branches of the business Public con- 
trol has been based fundamentally on the laws enacted by the 
various state legislatures, and the msurance codes of the states 
whose laws affect the bulk of the business are very comprehensive 
and thorough, often running to hundreds of pages 

To ascertain that each company is complying with these laws, 
most states have set up special admimstrative departments, 
headed by an insurance commissioner or superintendent of insur- 
ancCj who is customarily empowered to issue regulations necessary 
to carry the laws into effect In carr 3 ang out his duties, he 
usually IS assisted by a staff of specialists in the various phases of 
the business 

Since each state is autonomous in matters relating to insurance, 
there would ordinarily be a natural tendency toward duphca- 
tion of work or lack of uniformity in practices This tendency 
has been mitigated by the formation in 1871 of the National 
Convention (now Association) of Insurance Commissioners, the 
membership of which comprises the supervising authorities of 
all 48 states and the District of Columbia 
This association serves as a clearinghouse for ideas and informa- 
tion concerning the busmess of insurance, studies common prob- 
lems of regulation and administration, and promotes uniform 
legislation where that is desirable. To the efforts and activities 
of this organization belongs much of the credit for a system of 
state supervision that has attamed a national scope, yet has 
remained responsive to the varying needs of the individual states 
The function of state regulation and supervision is to safeguard 
the interests of the policyholders by protecting them from loss 

85 
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due to insolvency and by promoting practices that are both^ 
sound and fair to the policyholders collectively and individually 

The Annual Statement — To safeguard policyholders' interests, 
a state insurance department must have an intimate knowledge 
of the affaiis and conditions of each life insurance company 
operating in the state. A basic source of information is each 
company’s annual statement 

This annual financial report of operations by a life insurance 
company is probably the most comprehensive statement which 
any business institution is required to make available to super- 
visory authorities Life insurance companies have long been 
required to furnish such statements yearly to authorities in each 
state where they do business* 

No useful purpose would be served nor would it be in the 
interests of economy for a different form of annual statement to 
be required by each state. Acting through the National Associa- 
tion of Insurance Commissioners, the various states have pre- 
scribed a uniform report form which requires a detailed statement 
of all types of income, disbursements, assets, and liabilities, as 
well as numerous exhibits and schedules supplying details of the 
company’s insurance and investment operations In addition to 
the information contained m the uniform annual statement, the 
insurance department of any state may require companies to 
file other and even more detailed information concerning their 
operations 

One set of schedules in the uniform statement presents exten-" 
sive information regarding the assets owned as' well as those 
acquired or sold during the year, while other schedules and 
exhibits are devoted to insurance operations. One pf the latter 
shows separately for Ordinary, Group, and Industrial life insur- 
ance the number of policies and amount of insurance in force, 
issued, and revived, as well as that terminated by each of the 
various modes (such as death, maturity, surrender, expiry, and 
lapse). Another exhibit analyzes the change in surplus funds 
during the year and the change m the amount of policy reserves; 
these figures are given separately for the major subdivisions of 
business transacted by the company. 
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So thorough is the presentation of information that the annual 
statement of a life insurance company may run to several hundred 
pages containing thousands of individual entries The statement 
of one large company for 1941, for example, contained over 75,000 
different number and amount items In addition, this company 
furmshed to the insurance department of its home state separate 
reports indicating how its reserve, which was summarized m about 
35 figures in the annual statement, had been built up. In those 
separate reports there were more than 85,000 individual items, 
of which 30,000 referred to the reserve on Industrial life insurance 
Each year these reserve computations are checked by the 
insurance department of the home state and a certificate verifying 
the total amount of the reserve is forwarded to the insurance 
department of every other state in which the company operates 
Any state which does not receive thjs certificate in supplement to 
the company's annual statement ^vill not renew the company’s 
hcense to transact business in that state. Since hcenses must be 
renewed annually to continue business and may be revoked for 
cause, the insurance comnnssioner is afforded a ready and effec- 
tive means of enforcing sound standards 

Each year the National Association of Insurance Commis- 
sioners considers possible improvements in the form of the state- 
ment, such as the inclusion of any desirable new items or the 
condensation or elimination of any existmg items This guards 
against increasing the complexity and expense of preparing the 
statement and at the same time assures that the commissioners 
will have available for review all pertinent information 

Valuation of Assets and Liabilities. Assets — State insurance 
laws generally specify the types of investments that life insurance 
companies are permitted to make ^ In addition, the valuation 
of a life insurance company’s assets, as shown m its annual state- 
ment, must be made in accordance with state laws and state- 
insurance-department regulations. 

In designating the method of valuing assets, state laws gen- 
erally provide that bonds having a fixed term and rate of interest, 
if amply secured and if not in default as to principal or interest, 
1 See p 124 
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are to be valued on an amortized basis, ^ Bonds which in the 
judgment of the insurance commissioner are not eligible for 
amortization, and all stocks, are to be valued at prices which the 
commissioner fixes as representing their fair market value. 
Through a standing committee of their National Association, 
the commissioners each year specify which bonds may be valued 
on an amortized basis and publish what they consider to be the 
fair market value of stocks and nonamortizable bonds 

The use of the amortized basis for the valuation of bonds in 
good standing is made desirable by the long-range nature of the 
life insurance business Companies usually do not sell bonds 
before they mature, consequently, so long as an investment is 
amply secured and there is no apparent danger of default in 
interest payments, temporary fluctuations in its market value 
are of minor importance. By providing a stable method of asset 
valuation over the life of a bond, tJ^e amortized basis avoids 
unnecessary variations from year to year in the value of a com- 
pany’s assets and hence m the amount of surplus available for 
dividends to policyholders. 

In compliance with state insurance laws and regulations, 
mortgage loans may normally be valued at the amount of the 
unpaid principal, since such loans must be first hens on improved 
real estate and may not in general be made for an amount in 
excess of two-thirds of the value of the property securing them. 
Under special circumstances, such as when there has been a 
marked decline in real-estate values, companies may be required 
to value some mortgages at an amount lower than the unpaid 
principal, or to establish a special reserve (as a liability) which 
has the same effect on a company’s surplus as a decrease in the 
asset value. 

1 On this basis, if a bond is purchased at par, it will be valued at par, if 
purchased above or below par, it will be valued at an amount which is 
obtamed by continuously adjusting the purchase price to bring the value to 
par at maturity m such a manner that the bond will continue to yield in the 
meantime the effective rate of mterest at which it was purchased For a 
more complete explanation, see J B Maclean, “Life Insurance,^’ 5th ed , 
p 293, McGraw-Hill Book Company, Inc , New York, 1939. 
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Real estate acquired through foreclosure of mortgage loans, as 
well as other real estate, generally must be valued at its market 
or appraised value Insurance departments from time to time 
verify through mdependent appraisal the amounts at which 
individual properties are valued 

LiahihUes — ^The greatest part of a company's liabilities con- 
sists of the reserve on its policies; it made up more than 90 per 
cent of the total habihties of the three large Ordinary-Industrial 
companies at the end of 1943 The bases specified by state 
insurance laws for determining policy reserves are discussed in 
Chap XII 

Companies^ Record of Solvency, — ^Modern life insurance has 
maintained an enviable record of solvency. Nevertheless, 
pohcyholders are protected in several ways against possible loss 
from insolvency. For example, there is legislation which pre- 
scribes the procedures to be followed if a company is threatened 
by insolvency In cases of impairment of financial condition, 
the insurance commissioner is commonly empowered by law to 
take temporary charge of the company in order to conserve its 
assets for the benefit of pohcyholders and creditors. Usually, 
through remsurance arrangements, the business of an impaired 
life insurance company is taken over by a solvent company 
and rehabilitated, thus minimizing losses to pohcyholders. 

New York State has gone somewhat further than other juris- 
dictions in protecting pohcyholders against loss from company 
insolvency through establishing, by assessment upon legal- 
reserve hfe insurance companies incorporated in that state, a 
guaranty fund that may be used to promote the stability of such 
compames and the performance of their contractual obhgations ^ 

More important than the establishment of procedures to 
protect pohcyholders if msolvency does occur, however, is safe- 

1 This fund operates through a body corporate composed of the Super- 
intendent of Insurance and one representative of each legal-reserve hfe 
insurance company incorporated m New York State Money is raised by 
assessmg the member companies m proportion to their admitted assets 
Evidence of the payment of the assessment is given by certificates. The 
aggregate amount of outstandmg certificates is limited to $25,000,000, 
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guarding the solvency of the business — in which state supervision 
has been very successful 

During the difficult ten-year period 1929-1938 — when com- 
mercial business and banking enterprises throughout the nation 
experienced a high rate of failure — the life insurance companies 
domiciled in 30 out of the 45 states in which home offices were 
located had a perfect record of solvency No important com- 
pany writing Industrial life insurance failed; and only 1 per cent 
of the assets of the entire American life insurance business* was 
even temporarily impaired by company failure 

Nor was this small proportion completely lost to policyholders 
Practically all the impaired business was taken over by solvent 
companies, which placed a hen against the policies but in most 
cases continued to pay all death claims in full The original 
hens are being reduced as the assets of the impaired business 
are rehabilitated For policies outstanding at the end of 1943, 
the total of such liens had been reduced to less than one-half of 
the original amount 

This record of safety is not a fortuitous circumstance, it is the 
result of the application of sound principles of operation, tested 
by a number of depressions and economic upheavals and 
constantly improved through the initiative of the companies 
and through the progressive development of state regulation 
and supervision 

Examination of Companies. — A further safeguard provided by 
state supervision is the intensive examination of the companies 
by insurance departments at regular intervals — usually every 
2 or 3 years In addition, an examination may be made in special 
cases whenever unusual developments make one appear advis- 
able. The exaimnations are conducted at the company’s home 
office, with such inspections of the branch offices as may seem 
desirable 

It is doubtful if many people have a full understanding of the 
thoroughness of an insurance-department examination. In 
New York State, for example, a hfe insurance company must be 
examined at least once every 3 years In the case of one large 
company, such an examination, from its inception up to the final 
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filing of the report, takes about years, so that the insurance 
department is in actual course of examining and checking this 
company's activities about half the time. As many as 30 experi- 
enced persons may be engaged in this work, with additional 
clerical assistance from the staffs of the insurance company and 
the insurance department 

For a company operating in many states, the examination is 
made by a group of exaimners selected by the insurance depart- 
ments of several of the states where it does business. Under the 
zone system of examinations devised by the commissioners^ 
association, the country is divided mto six zones, each containing 
eight states When an examination is to be conducted, examiners 
are drawn from the insurance departments of the company's 
home state and of one or more states in each of the other zones in 
which the company operates This method assures that all areas 
concerned will be adequately represented, permits a cross check 
of judgment, and at the same time minimizes expense by avoid- 
ing duplication of examinations which might otherwise result 

The regular examinations cover every detail of the company's 
operations The annual financial statement and supporting 
schedules are verified, item by item. To assure that the com- 
pany’s statement of its assets is correct, a careful check is made 
of the value of each asset item Securities and mortgages are 
examined, and, when deemed desirable, real estate is inspected 
Bank deposits are venfied and cash on hand is counted. The 
liabihties reported in the annual statement are similarly checked 
for accuracy and adequacy to make certain that suiSBcient pro- 
vision has been made for all future obligations Through this 
examination of assets and habilities, the amount of the company’s 
surplus IS venfied. 

In addition to its financial condition, the internal and agency 
management and the plan of operation of the company are 
studied, and accountmg methods and practices are reviewed 
Special attention is paid to the treatment accorded different 
classes of policyholders, as well as mdividual policyholders and 
beneficiaries, to assure that the business is conducted equitably. 
Claims are reviewed to verify that the company has been prompt 
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in meeting its obligations and that it has not denied proper pay- 
ment to any policyholder or paid any unwarranted claims. The 
methods of apportioning dividends among policyholders are also 
carefully studied and analyzed 

Besides this investigation of all major elements of a company's 
business, frequently some phases of its operations are given par- 
ticularly detailed attention. The insurance operations of the 
Industrial branch of the business, for instance, were reviewed and 
analyzed in detail by the New York State Insurance Department 
in the two triennial exaimnations of one of the large Ordinary- 
Industrial companies completed in 1938 and 1941. The in- 
surance commissioner of Massachusetts in 1937 made a study of 
Industrial hfe insurance as conducted by compames operating 
in that state. In Maryland, in 1942, the research division of the 
legislative council, in cooperation with the state insurance depart- 
ment, made a study of Industrial hfe insurance, with particular 
reference to the time at which nonforfeiture values were available 
and the effect of lapsation on the compensation of agents Refer- 
ences to various findings from the studies of these three states 
appear throughout this book. 

Most states require the insurance commissioner to submit an 
annual report to the legislature or the governor This document 
commonly covers the salient operating facts of the year for each 
insurance company doing business m the state, reports on the 
examinations of the compames, and at times also contains the 
commissioner's recommendations for amendments to the state 
insurance laws This ofiicial report is useful in giving legislators 
and the general public a comprehensive view of insurance opera- 
tions in the state. 

Policy Contracts. — ^Among the ways in which state regulation 
has assured the fair treatment of individual policyholders is the 
requirement that certain benefits and privileges must be included 
in the policy contract In the case of Industrial policies, nine 
states have specific laws on this subject, and two others require 
certain provisions through rulings by the insurance commissionei 

These requirements generally include provision for. a period of 
grace in payment of premiums; provision that the policy will be 
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incontestable after 1 or 2 years; a provision that the policy, or the 
policy and the apphcation (if a copy is attached), constitute the 
entire contract between company and insured; and provisions 
governing nonforfeiture benefits, reinstatement of the pohcy, 
adjustment of the insurance in event* of misstatement of age, 
naming of a beneficiary, and operation of the facihty-of-payment 
clause.^ 

A committee of the National Association of Insurance Com- 
imssioners has recently studied the question of standard pro- 
visions for Industnal pohcies, and has prepared a uniform 
Industrial standard provisions bill. This bill was approved by 
the commissioners at their December 1943 meeting, and they have 
recommended its use as a model in enacting legislation in those 
states which do not already have such a law.^ 

The requirement of nonforfeiture provisions is an important 
example of legislation to assure fair contracts for pohcyholders 
This legislation commonly specifies various mimmum benefits for 
the policyholder who discontinues premium payments Many 
states have nonforfeiture laws that apply specifically to Industnal 
policies A recent development has been the amendment of the 
nonforfeiture laws of a number of states by the adoption of the 
legislation sponsored by the National Association of Insurance 
Commissioners.® 

Most states require that the forms for each type of insurance 
policy be filed with the insurance department; many states require 
that the department's approval be obtained before any new form 
of policy may be issued. The insurance commissioner may, of 
course, approve policy forms which contain sound provisions 
more liberal to pohcyholders than the law requires. 

Sales and Managerial Practices. — Since the agent is the 
principal contact between the company and the pohcyholder, it 
IS important that he be a rehable and competent person The 

1 The standard provisions required by the New York State insurance 
law in Industrial policies dehvered m that state are reproduced in Appendix 
G, p 268 

2 The text of this bill appears in Appendix H, p 274, 

® See Chap XIII, p 175 
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laws of every state and of the District of Columbia require the 
licensing of insurance agents in order that the authorities may 
be able to pass upon their qualifications. To secuie a license, 
prospective agents must make written application, endorsed 
by the insurance company, to the insurance commissioner, 
and in a number of states must pass a written examination 
Licenses may be revoked or suspended for cause, after notice 
and hearing. 

State laws prohibit misrepresentation, by either a company or 
an agent, of the terms of the policies offered for sale, or the 
making of misleading estimates of future dividends Both agents 
and companies are also prohibited from making incomplete 
comparisons between different policies for the purpose of 
encouraging the lapse of a policy and its replacement with a 
new one. 

Life insurance supervision is not designed to interfere with the 
actual management of company operations, so long as it is not 
contrary to the interest of policyholders and not m conflict with 
the law Nevertheless, many phases of management are closely 
supervised An impoitant aspect of msuiance regulation, and 
one that directly affects manageiial piactices, is that forbidding 
both company and agents to discriminate between policyholders 
of the same general class, either in premium rates, in dividends, 
or in other benefits or practices Rebates of premium by the 
agent to any policyholder are specifically forbidden. Based 
upon the antidiscrimination provisions of insurance laws, insur- 
ance commissioners have very effective powers to protect policy- 
holders During the periodic examination of a company's 
affairs, the files on numerous individual cases are reviewed by 
insurance department examiners as a check upon compliance 
with these statutes. 

The maximum expenses that may be incurred in transacting 
life insurance, either Industrial or Ordinary, have been limited by 
legislation Although such a law applicable to Industrial hfe 
insurance is in effect only in New York State, the fact that it 
affects all companies that do business in that state places a 
restriction on the expenses that may be incurred in transacting 
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about three-fourths of all the Industrial life insurance in United 
States companies.^ 

Policyholders naturally ask many questions concerning their 
life insurance and occasionally have complamts to offer. The 
great majority of these can be answered or settled satisfactorily 
by the agent or by the local ofSce of the company. Otheis 
require answer or action by the home office, and hie insurance 
compames have long mamtamed special staffs for this purpose. 
Certain mquines are received also by state supervisory authori- 
ties, and some states maintain special bureaus to answer them. 

Sound public regulation has as its goal full protection for the 
policyholders collectively and individually. It seeks to accom- 
plish this end without unduly hampering managerial discretion 
or limiting innovations within the business which may be for 
the public good State supervision of life insurance, because 
of the quality of insurance legislation and the skill with which 
the supervisory authorities are exercising their powers, is genem 
ally considered to be ably fulfilling its obligations to the insured 
pubhc. 

^ The New York law hmitmg the expense of Industrial hfe msurance 
appears in Appendix N, p 321. Companies must conform as to their enhre 
hminess to the standards of the strictest state in which they do business. 




PART IV 


The Cost of Industrial Life Insurance 



Part IV deals with the principal elements that determine the cost 
of life insurance, mortality , interest^ and expense Chapters VII 
and VIII are devoted to mortality. In Chapter VII, the principles 
followed in accepting and classifying applicants for Industrial life 
insurance, on the basis of their prospective longevity, are discussed 
In Chapter VIII, death rates experienced by Industrial policyholders 
are presented and compared with those experienced by Ordinary 
policyholders In Chapter IX, the investment £)f policyholders^ funds, 
the trend of the interest rate earned, and the effect of interest earnings 
on the cost of life insurance are considered In Chapter X, the 
expense of transacting Industrial life insurance is analyzed and 
compared with that for Ordinary life insurance, and the reduction 
over the years in the Industrial expense late is measured. 



CHAPTER VII 

ACCEPTANCE AND CLASSIFICATION OF APPLICANTS 

The procedure used by insurers in accepting apphcants for 
insurance is called underwnUng The term originated with 
naarine insurance, but even in life insurance it dates back to the 
sixteenth century At that time there were no hfe insurance 
companies, and coverage could be ohtained only through groups 
of private individuals, and then only on a temporary basis A 
contract was usually drawn up, showing the name of the insured, 
the premium rate, the period of protection, and to whom the 
money was payable m case of death Each man assuming part 
of the risk would wnte his name under the contract, opposite the 
amount of insurance for which he was responsible Such men 
came to be called underwriters of the contract, and the procedure 
of accepting hfe insurance risks became knowm as underwritmg ^ 

Besides determining whether an apphcant is acceptable as a 
mortality risk, underwriting of Industrial life insurance in recent 
years has included consideration of the family^s ability to pay 
for new insurance and the suitability of the new insurance to the 
family^s needs ^ 

In this chapter discussion is confined to underwriting problems 
that relate to the probable mortality of applicants for life insur- 
ance Whether Ordinary or Industrial life insurance is involved, 
the same fundamental principles are observed in accepting risks. 
Naturally, however, the distinctive characteristics of the Indus- 

1 In the strict meaning of the word, the underwriter of a life insurance 
contract today is the company that issues the policy The designation 
underwriter^ however, is also commonly apphed to two different persons 
to the home-office speciahst whose work pertains to the acceptance and 
classification of applicants for msurance, and to the agent who arranges 
specific insuiance programs for individual applicants 

2 See Chap XVI 
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trial branch — such as small premiums, small amounts of insur- 
ance, very large volume of policies, policyholders drawn from the 
lower-income urban groups of the population — are reflected in 
the standards of acceptance and in the underwriting practices 
generally employed with respect to Industrial coveiage 

Industrial Standards of Risk. — Each company must determine, 
as a matter of its own business policy, the mortality standards 
it will employ in classifying applicants. For the whole body of 
insured persons the mortality rates experienced at each age will 
be governed largely by the qualifications for acceptance of risks 
prescribed by the company If the company accepts only 
persons who are in the best physical condition, who are in non- 
hazardous occupations, and who are otherwise excellent risks 
from the standpoint of probable mortality, it will have a very low 
mortality experience. To the extent that it accepts risks with 
lower qualifications, higher mortality rates will be experienced. 
Very restrictive underwriting standards, while conducive to 
favorable mortality, would exclude from coverage many persons 
of the class for which the insurance was designed 

Companies use underwriting rules sufficiently broad to permit 
accepting at standard premium rates the large majority of risks 
for whom the insurance is intended. Classes of risks that are 
subject to a very high mortality are not accepted at standard 
premium rates, however, because their inclusion would increase 
unduly the cost of insurance to the better risks. Some companies 
will accept those with appreciably higher probable mortality 
at higher premium rates; that is, they transact substandard life 
insurance There will still be some persons to whom insurance 
IS not available because they are subject to such excessive rates 
of mortality that the premiums would be very much greater than 
they would be willing to pay. 

The increased premium that must be paid by substandard 
policyholders is assessed in various ways. One system, the 
age-rating method, is to charge the substandard risk the higher 
premium applicable to standard insurance at some older age; 
the rated age is then used for all msurance purposes, including 
dividends, nonforfeiture values, and reserves By another 
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system, the separate-experience-mortality method, premiums are 
based on special mortahty tables determined from past experience 
on such substandard hves; such policies then form a separate 
group for all msurance purposes 

The Prudential uses principally the age-ratmg method foi 
Industrial applicants, while the Metropolitan uses the separate- 
experience-mortahty method and issues one class of substandard 
Industrial hfe msurance. The John Hancock limits its accept- 
ance of Industrial risks to those it is willing to accept at its 
standard premium rates. 

The degree of mortahty risk accepted for standard Industrial 
life insurance reflects the basic fact that this msurance is intended 
primarily for members of the lower-income groups The death 
rates of the lower-income groups are higher than those of their 
more prosperous neighbors. This has been ascribed to various 
causes, such as differences in living conditions, sanitation facili- 
ties, nutrition, and medical care, and to the more hazardous 
occupations of the economically less-favored groups 

Studies by public-health and governmental organizations have 
confirmed the higher death rate among the lowei -income groups 
in the general population. In 1938, foi instance, the Technical 
Committee on Medical Care of the National Health Conference 
reported that ^^the death rate is considerably, higher for the poor 
than for the well-to-do. This is evident from general death 
rates examined by occupation, from infant mortahty rates, from 
tuberculosis rates, and from mortahty statistics for other impor- 
tant causes of death 

The relation between economic status and mortahty has also 
been studied in England The latest reported data are in the 
Registrar Generahs Decennial Supplement for England and 
Wales, 1931 These figures, as shown in Table 4, indicate a 
steadily increasing mortahty for male workers as the occupational 
status changes from professional men to skilled workers, and 
thence to unskilled workers They show also that mortahty 
of married women and of children increases similarly with the 
occupational classification of the husband or father. 

The higher death rates characteristic of the lower-income 
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groups make it necessary that the limits of acceptance for 
standard Industrial life insurance be broader than for standard 
Ordinary insurance so as to include a large percentage of the 
members of the lower-income groups 
Nonmedical Insurance and Medical Examinations. — The great 
majority of applications for Industrial life insurance are under- 
written without a medical examination The small size of the 
policies makes this practice desirable in order to minimize 
expense. When an applicant for an Industrial policy is subject 
to an examination, it is not so complete, and hence not so expen- 


Table 4 — Standardized Death Rates of Occupational Classes as 
Percentages op the Death Rates for All Occupational 
Classes Combined 


Occupational class 

Males 

age 

20-65 

By occu- 
pation dl 
husband 

By occupation 
of father 

Married | 
women 

age 

20-65 

Legiti- 

mate 

infants 

under 

1 year 

Young 
children 
in second 
year 
of life 

I 

Professional, etc 

90 

80 

53 

31 

II 

Intermediate between I and 






III 

93 

88 

73 

50 

III 

Skilled workers 

97 

99 

94 

87 

IV 

Intermediate between III and 






V.. 

103 

103 

108 

108 

V. 

Unskilled workers 

112 

113 

125 

158 

All 

classes combined (including 





Unoccupied) 

100 

100 

100 

100 


sive, as for an Ordinary applicant. But even this shorter form 
of examination costs several times the amount of the average 
weekly premium 

Studies have indicated that, if all applicants for Industrial life 
insurance were to receive medical examinations, the cost would 
exceed any mortahty savings that might result from rejecting 
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or reclassifying applicants on the basis of the additional medical 
information Dispensing with the medical examination in all 
but a small proportion of cases has resulted in lower insurance 
costs. 

However, the cost of the shorter form of medical examination is 
warranted in certain groups, in which experience has indi- 
cated that there is a substantial percentage of substandard or 
unacceptable risks that would not otherwise be revealed It is 
usually at the older ages, when serious impairments are more 
likely to exist, that medical examinations are worth while, espe- 
cially when comparatively large amounts of Industrial life insur- 
ance are involved Examinations are also desirable for applicants 
who are apparently in poor health, who have had some serious 
illness, mjury, or operation, or who are very much underweight 
or overweight. 

When an examination is necessary, it is made by a local 
physician who acts as the company's medical examiner These 
examiners are not employees nor do they work full time for the 
company, but they are compensated for each examination, 
according to its scope ^ 

The Apphcation. — The basic source of information from which a 
life insurance company determines an applicant's insurability is 
the apphcation For Industrial life insurance, the less detailed 
underwriting practices make possible the use of a shorter form 
of application than is used for Ordinary hfe insurance 

^ The selection exercised by companies in accepting applicants for life 
insurance results m the exclusion of lives m very poor health Hence the 
mortality experience, age for age, among a group of recently msured per- 
sons IS lower than that among persons msured many years previously, 
many of whom are not m good health. As the length of time from the 
applicants' acceptance increases, the effects of selection diniimsh The 
select period — ^that is, the period during which the mortality of newly 
insured persons is substantially lower than that among persons of the same 
age who have been insured for a longer time — ^usually extends for about 
3 to 5 years in the case of Ordmary policyholders The length of the select 
period depends primarily on the strictness of the requirements for msur- 
ability and is therefore usually shorter for Industrial than for Ordinary 
life insurance 
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APPLICATIOH TO THE METROPOLITAII LIFE MSUHilNCE COMfAHY 


Fona 556 
Aug 1945 

PMNtBD 


IN 0 5 A 


- r 

" bMIbIit 
s 


DsTACBBD SBCTION I 

I 

PART 1, 

TTTU. NAME of life proposed for insurance (Print) 

2 BAGS 1 3 SEX 1 

s A 

White Male r 

Colored Eemale 2, 

1 4. Mamed, single, widow widower divorced, or separated? 

(Cnt* out to leave eorrect cat ) § 


6, Residence, No 
of Life ! 
Proposed • 


Street {Prtni) 


City or town {Print) 


State 


RPD No 


6. Date of Birth 

7. Place of Birth Cily or town, also State, ori 

Floor 

Front 

VONTH PAY VBAlt 

Province, or Foreign Country ^ 

Apt No 

Rear 


& 


8« FLAK of insurance 


WITH WAR AWATIQW PROV 


9 AGE next 

10 AMOTINT 

11. WEEKLY 

12. uoMraiT 

birthday 

of insurance 

FBEMIUM 

(IfWP pot) 

1^^ 

years | 

$ 

% 

» 


13. ADVANCE 
DEPOSIT 
No of 
prems 


14 Present occupation IStote fully th« nalurt <(f tkt work ptrjcrmed if unemploytd at prtsent, alal4 ‘Unemploytd ") 


16. Name of present employer 
HBusmess Address 


17. Is life proposed now insured in the Company? If so, 
enter details of ALL policies, and if Paid-up or Extended 
Trerm insurance, enter “P U ” or "Ext '* after the amount 
(// not insured, stale "No ") 

Naoiier of PoflQf lYroflawi Plia lAgertiaoelABKKwtrf Inti PttinJiia 


(If all Orp Tnt . Bad Tnd cannot be entered nhove ntt»c1i a Uat ) 


18. State total family premiums 

Met. Other Life Co’s 5 1 

Wtly $ $ 

Mthly $„ $ El 

AU I 

others S $ 2 

(For "all others'* shwu total y<rar/y premium ) & 
18 Was life proposed ever declined, 5 
postponed, or offered a policy 5 
other than applied for, by the Com- S.| 
pany, or by any other company or 
association? (Give Mrltcuiars, If 
Metropolitan, give number,) 


company or society or association? "No ”) 


(a) Name of cotnpaay 


■(6) Amt of 6r«i j(e}'AmounTo70twp aadf* ) 7 ) Wkly Prom Ins ' 

Mo Prem Ins | Froteroal Insuraaco | Amount | tWy, Prwn 


aoT Enll name of revo^blc txsnehciary (Print) 


2i. Relationship of 

22 Age of 1 

beneficiary j 

beneficiary | 


23. The foregoing statements are made by me to induce the Company to issue the policy described I 

Dated at .this day of 19 f 

I RclaUonsbip of applicant ? 
to bfe propose | 


Full signature of life proposed. If ' 
present agre is 14 years 6 months, 
or older, if younger, full sig- ■ 
nature of parent, guardian, or 
person liable for rhiUl s siipport 
part 1 The only insurance in this fanuly policy kukbxr 

B terminated within three months arc 
the poUcies hated (If non^ so stale, 
if in course of lapse, slah ICL ’) 


HIS 


DATS OF l^APSa (or t C t, ) 


X. If life proposed is a married woman, list insurance in all com- 
ca , OR husband, it a child, list insurance in all companies on 
p; the father (or, if deccosed on the premium payer} if any other 
^ dependent list iasuranee in all companies on the premium paver 


NAWS OF COUFAKV 


y 3 Relationship to life pro- 
U. posed of person from 
2 whose earnings premiums 
g will be paid 


'resent occupation of such premium 
payer (If none, stale “Unemployed ’ ) 


7 Has any other application been written on life proposed 
^ which is to be submitted to, or is pending with the 


0 Approx present 
weekly income of 
such premium payer 


3 iotal number of 
persons in family 
Now EmplcyredlOthers 


8 Is family rc- 
cavJng any 
pubhc or private 
aid in any form? 


etc), date submitted, and by what Agent 
V uppU^urmid answered' 

correct to the best of my knowledge. S AgSt 


Fig, 4. — Industrial nonmedical application form (face) 
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DATS AILMBU T DU)K4XI04C KAMS OP SraxmtXOH 


C^touation Of the Application— Tho spacea to Part O ar« for the APPUCAKT'S AKSTmtS 
I pKliY, and not h i n g but such, answers should be inserted Evety qaestion to Part C must be answered 
>/ by the applicant, to the presence of the Agent, and the particulars must be entered where required. 

If the present age of the hfe proposed is under 14 3rears and 6 months t he words "you” and 
"your” as employed m Part C shall be talcen to mean the hfe proposed and the statements recorded 

therein to refer to his (her) hfe, and this apphcation is signed on htQ (her) behalf 

1* When did you last oatb aiwisnt or xanAxatBUT omasnoN hams of doctos 

consult a doctor, 
and for what reason? 


2. Haye you had advice, treatment, or exami- 
nation m any dmic, hospital, dispensary, or 
sanatorium during the past five years? 

jAnswer ‘‘Ygr' or^^o " Jf **yar, ^ give deto^ ) 


3. What, other nr oats AIUCBllT ok XXSATKBtrr nOKATIOII KAWKOKQOCXOX 

have you had durmg the past five years 
which reqiured medical or other treatment? 

QS none, state **Non«f\ otherwise, give details ) 


4. Have you ever been treated for or ever had («««« "w „ — , 

advice concc-nmg , 1 

(a) High blood pr,.ssa’-e, di/-y eikIIs or ary 
disease or disordc- of the heart’ 

Tuberculosis, asthira, b’‘0’'cuiiis or plcirisj ’ 

(c) Ulcers, gallstores or anj' disease of the liver’ 

(a) Nervousness or n n-down condition, mertal 
disorder, epdep*^ or jiaraljs s’ 

f Career, tu ror, go’ter or a ’y blood dise'ise’ 

Brigli t’s distaseor a ly disease of tl c iad"c> a’ 

Diabetes, rheumatism or varicose veins? 

3. (a) Are you blind m: partially bhnd in either eye? v 

lb) Have you ever received medical or surgical ** itoXAius ) 

treatment for an eye disease or injury? 

(c) Are you deaf or have you any other physical 
defect or impairment of health? 


I— B 


7* If you are 14 years and 6 months of age or older, 

what IS your height and weight in ordinary dothuig? feet — .inches . ..pounds 


8i All of the foregoing answers are correct and complete to the best of my knowledge and belief and 
are made by me to induce the Company to issue the pohey applied for 


Dated at...... ............. 

Fun dgnature of life proposed if 
present ag^ Is 14 years 6 months 
or older, if younger, full sig- • 
nature of parent guardian, or 
person bable for child s support. J (i 


,.........thl3...„.,.............day of.......... — 19..... 

jUdationship of applicant 
to life proiKMM 



Fig 5. — Industrial nonmedical application form (reverse) 
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The Industrial application form used by one company when a 
medical examination is not required is reproduced in reduced 
size in Figs. 4 and 5. One set of questions pei tains to the 
insurance desired; another elicits facts concerning needs and 
circumstances of the family for use by the underwriter in judging 
the propriety of issuing the insurance; another pertains to the 
acceptability of the applicant as a mortality risk 

Part D of the application is a report of facts pertaining to the 
insurability of the risk and is made by a company field representa- 
tive authorized to make such reports Authority to make these 
reports is granted to an agent only after at least 3 months of 
service and then only if he is considered by his manager to be 
qualified for it For applications written by agents who do not 
have such authority, Part D is usually completed by an assistant 
manager 

The application form used when a medical examination is made 
differs in only a few respects, the principal difference being that 
Part D of the medical application provides space to record find- 
ings of the medical examiner 

The application for insurance must be signed by the person to 
be insured unless he is under years of age. In that case, it 
must be signed by the parent, guardian, or other person responsi- 
ble for the child's support. 

Mortality Factors. — In appraising the applicant as a mortality 
risk — whether for Industrial or Ordinary life insurance — the 
companies consider a number of factors Continuous investiga- 
tions into the effect of these factors upon longevity are conducted 
By comparing death rates of people who have a particular impair- 
ment with mortality experienced on average insured lives, com- 
panies are able to judge the degree of extra mortahty associated 
with that impairment. 

The applicant's current health condition and past medical 
history are factors of great importance. Persons who are suffer- 
ing from organic diseases or who are otherwise in poor physical 
condition are not acceptable for insurance at standard premium 
rates and may not be acceptable at all If the applicant has an 
acute ailment or has recently undergone a serious operation, the 
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company may postpone action on his application for a few months 
until he has recovered or until the facts on his condition are more 
definitely known. The possibihty that the applicant is not in 
good health may be indicated by ailments he has had in the past 
or by the fact that he has been or is receiving medical attention 
Such information is obtained through questions in the apphcation 
and through the agent’s knowledge and investigation The 
appearance of the apphcant, on which the field representative 
must report, may also be indicative of his physical condition 
In the case of applications subnutted origmally without a medical 
examination, if the facts thus elicited are insufiSicient to determine 
the company’s action, the home office may require a medical 
examination 

Certain diseases tend to occur repeatedly in succeedmg 
generations of a family and other diseases are highly infectious. 
The broad limits of acceptance for Industrial hfe insurance make 
it unnecessary, however, to obtain information with respect to 
most diseases. The Industrial apphcation forms of the three 
large companies request it only with regard to a history of 
tuberculosis m the family. 

Another factor considered in underwriting is the apphcant’s 
build Experience has shown that persons who are seriously 
underweight are more subject than the average to such diseases 
as tuberculosis, especially at the younger ages; while those who 
are much overweight are apt to suffer from such diseases as 
diabetes or heart disease at a comparatively early age Hence, 
the applicant’s height and weight as reported on the application 
are taken into consideration. The agent is also required to 
appraise the apparent correctness of the apphcant’s answers 
to these questions 

The race of the applicant also has an important bearing on 
prospective longevity Nonwhite races have been found to have 
much higher mortality than white persons, which should be 
considered in underwriting. 

The work that the applicant does has a bearing on his insura- 
bility. A number of occupations involve greater-than-normal 
hazards from accident or disease. The great majonty of occupa- 
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tions^ howeverj are acceptable for Industrial life insurance at 
standard premium rates It is extremely rare that anyone is 
denied Industrial life insurance (either standard or substandard) 
on account of his occupation, although persons with such occu- 
pations as jockey, automobile racer, and diver are not accepted 

Unhygiemc home surroundings, questionable hahits, and undue 
exposure to moral hazards, either at work or at home, all have an 
unfavorable effect on mortality. This is recogmzed by taking 
into consideration the grade of the risk as a factor in underwriting 

Life insurance is not intended to be a source of speculative 
profit to the beneficiary Consequently, the insurable interest of 
the proposed beneficiary in the life of the applicant is important 
Unless the beneficiary is closely related by blood or marriage to 
the applicant, or is likely to sustain a financial loss at his death, 
the policy will not be issued, as there is danger that the insurance 
is speculative. 

Underwriting Procedure — The determination of fundamental 
underwriting policy is a function of the home office. On the 
basis of general experience and special studies, the home office 
also determines the detailed underwriting procedures for measur- 
ing each of the factors affecting insurability and establishes rules 
to be applied to particular types of cases In this manner it can 
assure fair and uniform treatment of all applicants and reduce 
the number of cases requiring individual judgment to a minimum 

Although underwriting is the function of specialists in the home 
office, the agent is trained to be of considerable preliminary 
assistance Because of his frequent calls at the homes on his 
debit and his knowledge of the people among whom he works, 
the agent can supply information on many factors which affect 
insurability. His cooperation in underwriting is enlisted by 
educating him to the advantages of soliciting for insurance only 
those who will probably qualify as good risks He is shown that 
complete information will not only help to appraise the risk 
properly, but will also expedite action on the application at the 
home office Field checks of the agent^s work in this respect are 
made periodically by specialists from the home office. 
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The agent is informed of certain classes of individuals which 
his company will not insure, and he learns to look for and to 
recognize certain significant underwriting factors Fdr instance, 
he IS given lists of occupations acceptable at standard and at 
substandard premium rates, and of those not acceptable; in some 
compames, he is given tables of acceptable weights m relation to 
the height of the applicant He is thus enabled to eliminate 
certain unacceptable risks at the start 

It is the responsibihty of the agent to see that the apphcation 
form is properly completed. In the inspection report the agent 
must also bring to the company's attention any apparent dis- 
crepancies between answers given by the apphcant and his own 
observations Many companies have supplementary forms for 
the agent to complete and submit for special classes of applicants 
to aid the home-office underwriter in proper classification 

In the great majority of cases the facts presented to the home- 
office underwriters in the application for insurance, in the agent's 
report, and sometimes in the report of an outside inspection 
agency, perimt the routine classification of the risk. Some 
applicants, however, are on the borderline between the standard 
and substandard classes or between substandard and rejection. 
These risks are referred to trained speciahsts with knowledge of 
the influence of medical or other impairments upon longevity. 
Before such an applicant can be classified, it may be necessary 
for the home-office underwriters to request supplementary infor- 
mation, or to obtain a medical examination, or a report on the 
applicant and his environment from outside sources 

Because of the small amounts of insurance and small individual 
premiums involved, it is necessary to place a reasonable limit on 
the amount which may be spent for the classification of applicants 
for Industrial life insurance. The problem of how to classify 
borderline cases fairly, without mcurring undue expense, has 
received considerable attention Underwriting methods and 
procedures have been improved and developed over the years, 
with the result that the classification of applicants is being 
made with an increasing degree of accuracy at httle additional 
cost 
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It is essential that underwriting practices keep abreast of 
changing conditions. The accident and sickness hazards in 
various inHustries may change with the development of new 
processes, with improvement in working conditions, and with 
adoption of modern safety devices Progress m medicine and in 
public health may so reduce mortality from some diseases that 
even persons likely to contract them can be accepted on a more 
liberal basis than formerly Improved treatments foi some 
diseases may permit the underwriters to ignore a history of such 
illness after successful treatment In order to treat all applicants 
fairly, companies continually analyze the changing mortality 
trends and modify their underwriting rules and procedures 
accordingly 



CHAPTER VIII 
DEATH RATES EXPERIENCED 


In this chapter representative death rates recently experienced 
on Industrial life insurance are presented, the improvement 
during several past decades m the mortality of Industrial policy- 
holders IS examined, and comparison is made of mortality rates 
of Industrial and Ordinary policyholders 
Recent Mortality Experience on Industrial Life Insurance. — 
The most recent intercompany figures on Industrial mortality are 
those gathered in 1939 by a committee appointed by the National 
Association of Insurance Commissioners to study the need for a 
new mortality table. In the course of its studies, the committee 
reported on Industrial mortahty during the years 1925-1937. 
Death rates which that committee considered representative of 
the combined experience of nine compames during this period, 
including the three largest companies writing this class of insur- 
ance, appear in the following table 


Table 5 — Mortality Rates on Standard White Lives Representative 
« OF 1925-1937 Industrial Experience 


Age 

Death rates 
per 1,000 

Age 

Death rates 
per 1,000 

1 

Age 

Death rates 
per 1,000 

i 

10 1 

1 25 

35 

5 62 

60 j 

32 33 

15 

1 54 

40 

7 73 

65 

48 35 

20 

2 61 

45 

11 19 

70 

68 68 

25 

3 43 

50 

15 89 

75 

98 05 

30 

4 33 

55 

22 65 

80 

138 87 


The death rates in Table 5 pertam only to white persons 
Other races have been found to have substantially higher 
mortality The largest noncaucasian group insured under 

111 
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Industrial policies are the Negroes. The commissioners^ com- 
mittee found that the average death rate was 83 per cent higher 
for colored than for white Industrial policyholders. The per- 
centage of excess mortality of colored persons was greater at the 
younger than at the older ages.^ 

Improvement in Mortality among Industrial Policyholders. — 
The mortality of Industrial policyholders has improved greatly 
since this branch of life insurance was introduced m the Umted 
States This improvement can be convemently expressed in 
terms of the expectaUon of hfe — the average number of future 
years of life remaining for persons of a given age ^ The marked 
increase in expectation of life among Industrial policyholders of 
one large company is evident from Fig. 6, which shows the 
improvement from 1879-1889 to 1943, 

The improvement has been especially marked at the younger 
ages, although it appears at all ages The expectation of life at 
birth has almost doubled, increasing from 34 years to almost 64 
years Policyholders at age thirty could expect to live on the 
average only 27 more years according to the earlier experience, 
but based on 1943 death rates, their average future lifetime was 
40 years Even at age sixty, the expectation of life has shown a 
substantial proportionate increase — fiom 11 5 years in 1879-1889 
to almost 16 years in 1943 (In obtaining these figures, the 
company’s own data were inadequate for the complete first year 
of life and for the very old ages and were supplemepted with 
estimates based on population mortality statistics ) 

1 An investigation of the comparative mortality of Negro and white per- 
sons, conducted in 1942 by a committee appointed by the New York State 
Insurance Department, found that the mortality of Negroes insured under 
Ordinary policies was, on the average, about 50 per cent higher than that 
of white persons (The figures quoted for the excess mortality of colored 
policyholders are not comparable between the Industrial and Ordinary 
branches because of the different age distributions of policyholders ) 

2 Although the expectation of life can be used to measure the effect of a 
change in death rates on average longevity, it cannot be used m calculatmg 
life msurance premiums For that purpose individual death rates at each 
age must be used See Maclean, J. B , ‘^Life Insurance,’^ 5th ed , p 118, 
McGraw-Hill Book Company, Inc , New York, 1939 
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Further insight into the improved mortahty of Industrial 
pohcyholders may be obtamed by considering the reduction in 
death rates over the past three decades Table 6 on page 114, 
based on statistics of the same company, compares the death 
rates experienced durmg 1939-1943 with those for 1911-1915 


Years 



Fig 6 — Average future lifetime for Industrial policyholders at decennial ages 
from birth to age sixty Based on death rates during 1879-1889 and during 
1943 Mortality rates are so much higher during the first year of life than for 
many years thereafter that the expectation of hfe for a newborn child is actually 
less than for a child who has survived that year According to the experience of 
1879-1889, the expectation of life continued to increase from birth up to age five, 
and was greater at age ten than at birth. 


and for 1927-1931 The reduction m mortality has been greatest 
proportionately at the younger ages, but a considerable reduction 
has been registered at every age for which statistics are presented 
Although durmg the latter part of the period death rates of 
colored persons have decreased more than those of white persons, 
over the whole period (1911-1915 to 1939-1943) the opposite is 
generally true The mortality of colored policyholders still 
remains considerably above that of white policyholders. 
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Factors That Have Improved Mortality. — The increased 
longevity of Industrial policyholders has resulted from many 
factors. Changes in companies^ underwriting standards and 
practices over the years have affected the mortality of the insured 
group. More important, however, is the reduction in death 
rates among the lower-income groups through improved living 
and working conditions and through increased medical and 
scientific knowledge and services 


Table 6 — Deceease in Death Rates Expeeienged among Indxisteial 

PoLICYHOLDEES * 



White Persons 

Colored Persons 


Death 

Per cent 

Per cent 

Death 

1 

Per cent 

Per cent 

Age 

decrease 

decrease 

decrease 

decrease 

group 

I ates 
per 1,000 
during 
1939-1943 

i 

from 

1911-1915 

to 

1939-1943 

from 

1927-1931 

to 

1939-1943 

1 iiites 
per 1,000 
during 
1939-1943 

from 

1911-1915 

to 

1939-1943 

from 

1927-1931 

to 

1939-1943 

2-75 

6,03 

51 1 

28 1 

9 28 

48 0 

33 7 

2-15 

1 19 

77 3 

57 1 

1 88 

80 1 

61 5 

16-45 

2 75 

65 9 

39 8 

5 89 

57 6 

! 44 0 

46-75 

22 54 

1 35 8 

18.3 

30 35 

27.7 

20 3 


* All the mortality comparisons in this chapter and in the appendices have been made 
iri such a manner as to eliminate the distorting effect of differences in ago and sex dis- 
tribution 


The period of the introduction and development of Industrial 
life insurance has coincided with the greatest era in medical 
progress that the world has known Shortly before the turn of 
the century there occurred a quickening of all the scientific forces 
working toward the improvement of living conditions, the study 
of causation of disease, and the institution of practical adminis- 
trative measures which have since crystallized in the modern 
pubhc health movement By the 1870^s the germ theory of 
disease had been established by Pasteur. In the decades that 
followed, successful research on organisms causing many mfec- 
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tious diseases was conducted Specific methods of prevention 
and cure of disease were discovered As a result, the conquest of 
many important diseases, such as smallpox, typhoid fever, and 
diphtheria, was accomphshed. Others of even greater signifi- 
cance as causes of death were demonstrated to be within the 
control of modern medicine 

In the treatment of specific diseases, tremendous strides have 
been •made Mortality from tuberculosis has been greatly 
reduced Insuhn is now keeping many diabetics ahve and 
enabling them to lead more normal fives. Liver therapy has 
been developed for treatmg permcious anenaia Immunization 
against various infectious diseases has become common practice. 
The dangers of syphilis have been publicized, and the disease 
has been combated by improved methods of control and cure. 
Within the last few years sulfa drugs have revolutionized the 
treatment of pneumonia and many other acute infections Very 
recently, pemcillm — which promises a cure for many infections 
hitherto fatal — ^has been developed. 

Methods of diagnosis have been improved through develop- 
ment of specialized mstrumental aids, such as the X ray, fluoro- 
scope, and electrocardiograph, and through new laboratory 
procedures In surgery, better methods of anesthesia and 
improved operatmg techniques have made operations safer, and 
some that formerly were impossible can now be performed safely. 

Together with the saving of fife through medical progress, the 
field of public health has expanded mto a great cooperative 
campaign on many fronts. One of the first efforts was directed 
toward samtation, including improvements m sewage disposal 
and water supplies, pasteurization of milk, and better housing 
facilities. Advances m nutrition have emphasized better food, 
a balanced diet, vitamins, and fresh fruits and vegetables the 
year round 

The public has learned to make greater use of medical and 
dental services General safety programs have been developed 
m industry, working conditions have been greatly improved, 
and the health of workers has been supervised through industrial 
medical programs Shorter hours have given wage earners more 
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opportunity for rest and recreation All these changes have 
contributed to the improvement of the health and longevity of 
the lower-income groups. 

An important factor in the improvement in longevity of Indus- 
trial policyholders has been the extensive health services provided 
by some of the life insurance companies. These companies have 
realized their exceptional opportunity to make a health program 
possible and effective. Industrial policyholders were largely 
drawn from the very classes of the population which needed the 
new health knowledge most, and yet were hardest to reach 
through the usual educational channels Through the regular 
visits of their agents, these compames have had unparalleled 
facilities for carrying popular health education directly into the 
home They have also been in a position to gather valuable 
statistical information relating to health and to economic and 
hygienic conditions, and to make extensive studies on matters 
affecting the well-being of their policyholders 

Some of the large life insurance companies have devoted 
considerable funds and effort to the conservation of human life 
through spreading health knowledge, just as fire insurance 
companies have applied part of their energies to fire prevention, 
and casualty insurance companies to accident prevention In 
1909 the Metropolitan inaugurated the first program of health 
work undertaken by a life insurance company on a systematic, 
intensive, and long-range basis. More recently several other 
companies serving the wage-earning classes have instituted health 
programs along similar, although less comprehensive, lines ^ 

These welfare programs have been developed through four 
principal activities (1) direct health service to policyholders by - 
visiting nurses; (2) health education through booklets, advertise- 
ments, exhibits, films, and radio broadcasts; (3) cooperation with 
health departments, schools, industries, and other agencies in 
campaigns aimed at preventing disease and accidents; and (4) 
practical demonstrations of disease control, research in medical 
problems, and financial support of various health projects 

^The health program of the Metropohtan is more fully described in 
Appendix K, p 291, 
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Probably the greatest contribution of the companies to the 
health of their Industrial policyholders has been the furnishing 
of a visitmg-nurse service This service is provided without 
specific extra charge, its cost being met out of the regular pre- 
miums. The Metropohtan first engaged nurses to visit sick 
Industrial pohcyholders in 1909. This service has been con- 
tinued and expanded, until the locahties where it has become 
available comprise the area in which the great bulk of its Indus- 
trial policyholders live; by the end of 1943, a total of 94,000,000 
nursing visits had been made. Since 1925 the John Hancock has 
supplied a similar service. 

The instruction and care given to prospective mothers by these 
nurses have played an important part in reducing the dangers of 
childbirth and in lowering infant mortality. In addition to 
direct care of the sick, the nurses have done much to spread 
health education. By instruction and example they have 
brought information to Industrial policyholders when it was most 
needed and would best be remembered 

The agents of the three large Ordinary-Industrial companies 
have distributed health pamphlets to millions of famihes through- 
out the country and to schools and other educational groups. 
Since 1909 one of these companies has distributed more than 
1,275,000,000 such booklets. These publications have included 
information on many subjects, including proper nutrition, 
protection against vanous diseases, prevention of accidents, 
and care of the mother and her infant 

Companies transacting Industrial Me insurance have made 
sizable financial contributions to the work of various health 
agencies which operate on a national scale They have gathered 
valuable vital statistics affectmg the entire nation and have made 
this wealth of information available to the general public 

Practical health demonstrations have been sponsored to 
improve the mortality in selected communities Such campaigns 
have proved that intensive application of medical knowledge and 
public-hygiene measures aids materially in reducing mortality, 
and they have stimulated other commumties to institute similar 
specific health measures. 
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The comprehensive health programs of these companies, 
merged with those of other welfare agencies, have made a major 
contribution to the longevity of the American people ^ 

The several forces at work m reducing mortality have made 
greater strides in the control of certain diseases and conditions 
than of others The greatest reduction has taken place in death 
rates from the communicable diseases of childhood, and from 
tuberculosis, influenza, and pneumonia There has also been a 
considerable improvement in death rates from accidents as a 
group, although the automobile and airplane have become 
important factors influencing these rates Maternal mortality 
has been reduced considerably. Deaths reported as due to 
diseases of the heart, circulatory system, and kidneys have 
also shown some reduction, especially at the younger ages Of 
the major causes of death, only cancer has claimed an increasing 
toll, but the increase in reported deaths from this cause is, at 
least m part, due to improved diagnoses and an increase in the 
number of people reaching the older ages ^ 

Comparison of Mortality of Industrial and Ordinary Policy- 
holders. — It IS to be expected that Industrial death rates will 
be higher than Ordinarj^ The mortality experienced on any 
group of policyholders directly reflects the living and health 
conditions of the class served by the msurance and the limit of 
mortality risk which the company will accept. Industrial 
hfe insurance serves the lower-income groups, which experience 

1 A striking example of this improved mortahty appears in recent figures 
on American manpower It has been estimated by Louis I, Dublin, Ph D , 
third vice-president and statistician of the Metropolitan, that of the 26,500,- 
000 men, age twenty to forty-four, who registered for or entered military 
service in 1942, almost 3,000,000 owed their being alive to the improvement 
in the country’s mortality during the years since they were born Going 
back to still earlier times and thus covering a longer span of life, one-third 
of the persons age sixty-five in the United States at the end of 1942 would 
not have bee \ alive had it not been for the mortahty gains registered since 
their birth in the 1870’s 

2 A detailed analysis of the improvement over three decades in mortality 
of Industrial policyholders, for the major causes of death, is given m Appen- 
dix L, p 301 
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higher death rates than those in better circumstances Because 
of this, apphcants are accepted for standard Industrial who are 
subject to higher mortahty than will be accepted for standard 
Ordinary life insurance. 

In connection with its studies of the need for a new mortahty 
table, the insurance commissioners' committee compared the 
Industrial death rates presented on page 111 with standard 
Ordinary rates which represented the combined experience of 35 
companies during the period 1925-1936. The committee found 
that, m the aggregate, the standard Industrial death rates 
exceeded the Ordinary by about 30 per cent 

The relation between Industrial and Ordinary mortality has 
not been static over the years. Comparisons of one large 
company's experience over a long period of years show that the 
difference between Industrial and Ordinary mortality has 
decreased substantially 

At the beginning of the twentieth century, the mortahty 
of its standard Industrial policyholders was about double that 
of its standard Ordinary policyholders Studies made of this 
company's experience by New York State Insurance Depart- 
ment examiners disclosed that for the years 1930-1934 the 
Industrial mortahty had dechned to 140 per cent of the Ordi- 
nary, while for the period 1935-1939 it had dropped to 128 
per cent The most recent comparison shows that durmg 
1940-1941 the Industrial mortahty was only 120 per cent of 
the Ordinary.^ 

1 In order to disclose the basic mortality of the two groups of standard 
pohcyholders, the data on which these percentages are based exclude the 
experience during the period of select mortality unmediately following issue 
(see footnote, p 103) The data also exclude the experience on this com- 
pany’s “superstandard” class of Ordinary policies which are issued only to 
persons whose prospects of longevity are better than for standard Ordmary 
risks The rates in each branch are for male and female lives combmed 
The comparison is for pohcyholders at ages twenty-five to seventy-four 
inclusive Because of the small amount of juvenile Ordmary life insurance 
issued by this company in the past, the Ordinary data below age twenty-five 
were too limited to be reliable, mortality data for ages over seventy-four were 
not readily available 
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The percentage excess of Industrial over Ordinary mortality, as 
shown in these studies, has varied substantially by age. The 
Industrial death rates have been relatively highest as compared 
with Ordinary at ages below forty-five, as Table 7 shows 


Table 7 — Standard Industrial Mortality as a Percentage of Stand- 
ard Ordinary 


Age 

group 

During 

1930-1934 

During 

1935-1939 

During 

1940-1941 

25-34 

155 

146 

147 

35-44 

157 

150 

155 

45-54 

146 

133 

J29 

55-64 

134 

121 

112 

65-74 

131 1 

122 

111 

25-74 

140 

128 

120 


Although the Industrial death rates have been decreasing more 
than the Ordinary, the mortality experienced on standard 
Industrial life insurance is still considerably higher than that of 
standard Ordinary life insurance at eveiy age. This fact is 
reflected in the relative cost of the insurance in the two branches 
Almost without exception, standard Industrial mortality is 
higher than standard Ordinary for each major cause of death 
Causes of death for which the divergency between Industrial 
and Ordinary mortality rates is greatest are accidents, tubercu- 


1 Although Industrial death rates exceed Ordinary rates by a smaller per- 
centage at the older than at the younger ages, this smaller percentage repre- 
sents a larger number of extra deaths per 1,000 lives because death rates 
are so much higher at the older ages This is shown by the following table 
which IS based on this company's experience during 1940-1941 


Age Group 
25-34 
35-44 
45-54 
55-64 
65-74 


Excess of Standard Industrial over 
Standard Ordinary Deaths per 1,000 Lives 

0 73 

1 57 

2 18 
2 29 
4 58 
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losis, diseases of the heart, and pneumonia, and at the later ages 
also Bright's disease, cancer, and cerebral hemorrhage This is 
true for both males and females, except that among women there 
is little difference between the Industrial and Ordinary rate of 
deaths from accident. A detailed analysis of Industrial and 
Ordinary mortality rates experienced by the same company 
during the period 1936-1939, according to specific causes of 
death, is given in Appendix M (page 317). 



CHAPTER IX 

INVESTMENTS AND INTEREST 

The solvency of level-premium life insurance depends on the 
maintenance of adequate reserve funds, which in turn call into 
being the investment function of a life insurance company. 

Investment of life insurance funds brings two major benefits to 
policyholders First, it saves them money, because interest 
earnings reduce the amount they would otherwise have to pay in 
premiums Secondly, they benefit as members of the geneial 
public from the application of these funds — either directly, 
through loans made to help them own or impiove their homes or 
farms, or indiiectly, through increased employment opportunities 
made possible by investments in industrial, utility, governmental, 
and other securities 

Combining of Industrial and Ordinary Funds. — In companies 
which transact Oidmary and Industiial life insurance, the funds 
accumulated for both branches of insurance are combined for 
investment A record ir maintained of how much each branch 
has contributed, and each shares in the net interest earnings in 
proportion to its share of the joint investment fund. 

There is one general exception to this combining of funds for 
investment A loan to a policyholder against the cash value of 
his policy is usually considered as made from the funds accumu- 
lated for the branch of insurance to which his policy belongs 
Therefore, the interest earned on policy loans is credited to the 
branch whose funds were lent and all expense incurred on such 
loans IS also charged to that branch Policy loans are granted on 
Ordinary policies but rarely on Industrial policies, except as hens 
to cover unpaid premiums when a policy is reinstated ^ Hence, 
the net interest rates earned m the Industrial and Ordinary 

^Seep 33. 
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branches of the same company will differ slightly, unless the net 
rate earned on policy loans (and liens) happens to be the same 
as on other assets 

Since all investments except policy loans are made for a com- 
pany as a whole, the remainder of this chapter treats investments 
in the aggregate — not as they pertain to the Industrial branch 
alone. 

Basic Principles. — ^Life insurance companies, when investing 
pohcyholders’ funds, are guided by three major objectives: (1) 
safeguarding the money invested, (2) obtaining the best possible 
interest yield consistent with the high degree of safety neces- 
sitated by the purpose for which life insurance funds are held; 
and (3) promoting the public welfare — and thereby that of 
the policyholders — ^through the selection of investments. 

As it is extremely important that a life insurance company 
meet its obhgations fully and promptly, the primary consider- 
ation in making its investments is security of pnncipal To 
achieve maximum safety, several basic rules are followed. 

One of these is that a life insurance company should not make 
investments with the purpose or the probability of assuming 
responsibility for the management and control of other businesses. 
Its relation to any enterprise in which it invests funds should, in 
general, be that of creditor rather than owner. Thereby it 
avoids speculation, with the accompanying hazards of loss of 
principal and severe fluctuations m earnings, and escapes the 
complications associated with the control of companies in which 
money is invested ^ 

Another rule is to invest only in tested, established enterprises, 
with loans hmited to a reasonable percentage of the value of the 
property securing them. Loans must be bulwarked by adequate 
security and by proved character and ability to pay, whether the 
borrower be an individual, a corporation, or a government. 

In order to assure to the total investments of the company a 
high degree of safety, a further rule is to spread the risk by diver- 

1 An exception to this rule is the investment of funds, to a limited extent, 
in housmg projects owned and operated by the companies, as experience has 
demonstrated that this can be done safely. 
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sifying investments In carrying out this rule, funds are placed 
in numerous types of investments and kinds of enterprises in 
many localities. This carefully selected portfolio represents a 
stake in essential commercial, industrial, agricultural, and 
governmental undertakings over a wide geographical area Such 
diversification cushions the effect of economic or financial 
troubles that strike at one industry or at a particular section of 
the country 

Next in importance to safety as an investment objective is the 

need for a satisfactory interest yield over a long term The 

better the interest return that can be secured with safety of 
• *• 

principal, the lower the cost of insurance to policyholders. 
Lower interest yields produce higher cost, but increased cost due 
to this cause is preferable to disaster that might occur through 
large losses in principal 

Without prejudicing the best interests of its policyholders, 
a life insurance company also seeks to promote the public 
welfare when placing investments This is illustrated by the 
attention given to making farm mortgage loans when farmers 
wore m great need of capital, by housing mortgages, by the 
recent construction of needed urban housing facilities, and by 
the financial support given to the Federal government in times 
of war ^ 

Governmental Regulation. — ^Life insurance companies are 
subject to state insuranc^laws that generally stipulate the types 
of investments permitted. Although the laws in the various 
states differ in some respects, there is substantial similarity in 
the legal requirements affecting the great bulk of life insurance 
assets The New York law, for instance, permits the following 
types of investments* 

1. Securities of the United States, and of its state and local 
governments, also Canadian Dominion and provincial securities 
(For companies doing business in Canada, investment in certain 
other Canadian securities is permitted ) 

1 During the war years 1942-1943 alone, life insurance companies added 
about $6,000,000,000 to the already large amounts they had mvested m 
Federal securities 
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2. Bonds and notes of business organizations whose record of 
earnings affords substantial assurance that the investment will 
be safe. 

3 Preferred and guaranteed stocks of similar organizations 

4 Mortgage loans secured by first mortgages on unproved 
real estate. Loans must not exceed two-thirds of the value of the 
real estate unless the loan is insured by an agency of the United 
States government. 

5 Real estate to a limited degree. Companies may own their 
home-office buildings and grounds and other property required by 
them for business purposes. They may also acquire property in 
satisfaction of debts previously owed to them, but may hold 
such properties for only a limited time unless a specific extension 
is authorized Within specified safe limits, companies may also 
own and operate housing projects. 

Common stocks do not appear in the list of investments 
sanctioned by New York law. From time to time, there has 
been discussion about including them However, for various 
reasons, including the desire to avoid any control or management 
of industry and the difficulties that would arise from the widely 
fluctuating market values of stocks, company managements 
generally have been opposed to extensive investments of life- 
insurance funds in common stocks, and legislators usually have 
shared this opinion. 

In states where investment in common stocks is permitted, 
their purchase is» carefully restricted as to quality and quantity 
Only stocks with a satisfactory record of earnings may be pur- 
chased, and the total mvestment in such stocks may represent 
only a small percentage of an insurance company's total assets. 
Moreover, a company may own only a small proportion of the 
total capital stock of any one corporation 

In addition to restrictions in the types of investments per- 
mitted, there are other legal controls designed to protect the 
policyholder * One important restraint requires that all invest- 
ment purchases be authorized by the board of directors or by one 
of its comnnttees charged with this duty. Another prohibits 
directors or officers of a life insurance company from making a 
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personal profit out of the company's investment operations 
Most of the larger states also limit the amount of funds that may 
be placed by a life insurance company m the securities of any one 
concern 

Among other safeguards is the publicity given to investment 
transactions of the life insurance company, as it must file with 
insurance departments each year reports of investments pur- 
chased, owned, or sold Furthermore, investment operations and 
assets are carefully scrutimzed by experts from the state insurance 
departments, during their periodic examinations^ 

Selection of Investments. — In regulating investments the 
states have set broad legal limits within which the company’s 
management may use its own initiative and disci etion Limita- 
tions imposed by state laws, while highly useful, cannot be 
effective in achieving real safety without the companies’ careful 
discrimination in selecting only conservative investments within 
the permissible categories, or without their vigilance in supervis- 
ing these investments after they have been made. Natuially, 
the selection and care of a large life insurance company’s invest- 
ments is a full-time job for many persons Each company has 
experienced officers charged with that function, while the board of 
directors appoints special committees of its members to pass on 
the detailed investment transactions 
The investment dcpaitments of large insurance companies have 
additional experts constantly engaged in intensive research, and 
they often use statistical information tabulated by independent 
agencies All prospective investments are carefully studied by 
company specialists, not only for present worth and yield but 
for future prospects After selection, the investments arc fre- 
quently reappraised by inspection and analysis 
The care and ability with which life insurance companies have 
selected and managed their investments is well evidenced by the 
remarkable record of solvency established by the companies 
The Investment Portfolio. — Present investments of all United 
States life insurance companies, and the changes which have 
occurred over the past three decades, are summarized in Table 8 
1 See Chap VI 
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It shows the dollar amounts of each type of investment, and (in 
parentheses) the percentage importance of each in the total assets. 

There has been a continuous increase in the total amount of 
investments They have grown from $4,000,000,000 in 1911 to 
nearly $38,000,000,000 in 1943 This growth reflects the large 
increase in the reserve funds of the companies resulting from 
growth in the volume of insurance outstanding, and indicates 
the substantial sums that policyholders are setting aside for 
themselves and for their dependents 

The table also shows the changes from time to time in the 
relative importance of each kind of mvestment Only $2,000,000 
of United States government bonds were owned in 1916, but 
$848,000,000 were held in 1921, reflectin^the financial aid given 
to the government in the First WorH War. Government 
securities fell in importance in the 1920’s but rose again m the 
1930^8 With the entrance of the United States into the Second 
World War, they expanded to $12,500,000,000 by the end of 
1943 Thus, an mvestment that was virtually absent in 1911, 
when Federal debt was insignificant in size, represented about 
one-third of all assets at the end of 1943. 

Railroad bonds, though at present larger in dollar holdings 
than in 1911, now form a far smaller percentage of assets than in 
1911 These securities, which then totaled more than 30 per 
cent of all assets, now represent less than 8 per cent of the invest- 
ment portfolio. In contrast to the trend of railroad securities, 
bonds of public utihty and industrial companies have grown 
steadily in prominence in the American economy and in the 
assets of life insurance companies. Taken together, 30 years ago 
they represented less than 5 per cent of all assets; today they are 
nearly 20 per cent of the total. City and farm mortgages and 
real estate also show significant trends, as may be seen from 
Table 8 

These various changes reveal how life insurance investments 
are geared to the nation's economic life. Funds flow where the 
need for capital exists Prosperity and depression, peace and 
war — all have exerted an influence. Life insurance investment 
portfolios mirror our national economic life. 
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Stability of Investments. — The quality of the investments that 
stand behind level-premium life insurance is evident from the 
record of stability achieved by life insurance companies during 
the depression of the 1930^s — ^the most severe our nation has 
experienced.^ A definite factor in their over-all solvency has 
been the soundness of the companies^ investments. A special 
study^ of the annual statements of a number of companies 
discloses that, at every year end during the trying period of 
the 1930’s, at least 94 per cent of their bond portfolio was free 
from default in interest or principal. At the end of 1943, more 
than 98 per cent was free from default. 

This study showed that the experience of these companies on 
mortgages was less satisfactory. The depression of the 1930^8 
took heavy toll on real estate, and life insurance companies did 
not escape the difficulties which beset mortgage lenders generally. 
For all lenders it proved to be the most severe testing period 
ever experienced for farm mortgages, and fully as serious as any 
previous depression in its impacts on city mortgages. However, 
in a great many cases, mortgages even though not in good stand- 
ing were not foreclosed. Many states enacted moratoria laws, 
which temporarily postponed foreclosure. Perhaps even more 
important, life insurance company managements, so far as inter- 
ests of the policyholders permitted, voluntarily granted borrowers 
time to work out their diflBlculties. Even though foreclosure was 
postponed or avoided, such mortgages were at least temporarily 
not in good standing and had to be shown separately in the 
companies^ reports to insurance departments ^ 

1 See p 89 

^ The study, by Corhss L Parry, Ph D , of the Business Kesearch Bureau 
of the Metropolitan, covered companies which together have about three- 
fourths of all life insurance in force in United States companies 

® For 1933 through 1940, mortgages that the companies were required to 
classify separately in their annual statements were (1) those m arrears more 
than 3 months as to mterest, or (2) m arrears more than 2 years as to real- 
estate taxes on properties securmg the loans, or (3) in process of foreclosure. 
Subsequent to 1940, all mortgages had to be classified separately which 
were more than 3 months m arrears as to mterest, or more than 1 year in 
arrears as to taxes, or in process of foreclosure 
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Despite the severe difficulties just mentioned, the statements 
of life insurance companies covered by the study show that, at all 
times during the depression, at least two-thirds of their mortgage 
investments were in good standing, and that, since then, defaults 
have practically disappeared. At the end of 1940, before the 
nation entered the Second World War, fully 90 per cent of these 
companies’ mortgage holdings were in good standing; in 1943 the 
ratio was 98 per cent Unsold foreclosed real estate amounted 
to only 2 per cent of their assets on Dec. 31, 1943, a substantial 
reduction from the 1936 peak of about 7 per cent following the 
depression 

Trends in Interest Earnings. — Different kinds of investments 
made at any one time provide different interest yields. Factors 
such as the degree of safety of the particular investment and the 
length of time before it is repayable influence the yield Also, in- 
vestments m the same type of security, but made at different times, 
may provide different interest yields because of changes in the 
price of the security or because the general level of interest rates 
has changed Such trends m yields are influenced by general eco- 
nomic conditions, governmental fiscal policies, and other factors 

Figure 7 illustrates both the diffeiences in yield between 
different types of securities and the variations in yield, from one 
time to another, on the same general type of investment. One 
line of the chart is for United States government securities, 
another for high-grade industrial, public-utility, and railroad bonds 
combined Since suitable statistics for combined high-grade 
corporate bonds are not readily available for years prior to 1900, a 
third curve for railroad bonds is shown to cover these earlier years 
United States government bonds as the prime investment, of 
course, show a lower yield than the other types charted. 

Throughout this period there have occurred long upward 
and downward sweeps in the yield obtainable on all types of 
investments For example, after 1900 general interest yields 
tended to increase until about 1920 Since that time they have 
fallen very sharply, as the chart clearly reveals, and this down- 
ward movement has had a marked effect on the earnings of all 
types of financial institutions There is no line on the chart for 
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mortgages, but available evideace indicates that their saeld has 
been subject to somewhat similar long-term trends 
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Fig 7 — Trends in market yields on high-grade long-terms bondswith terms to 
maturity of at least 5 years, and generally longer than 10 years. 

t Government bonds issued prior to March, 1941, were at least partially tax-exempt 
Those issued subsequent to that date have been fully subject to Federal taxes Since 
March 1941, the market yield has been greater on such bonds being issued than on those 
issued prior to that time The market yields charted above are those for bonds at least 
partially tax-exempt. During 1942 and 1943 the market yield on fully taxable govern- 
ment bonds has been approximately 2 5 per cent 
Sources 

(1) Federal Reserve Board's average for long-term TJ S. Treasury bonds back through 
1919, for previous years, selected long-term Treasury bonds compiled from various 
sources by the Busmess Research Bureau of the Metropolitan 

(2) Standard and Poor’s composite of “high-grade” long-term industnal, pubhc-utihty, 
and rail bonds (A1+ quality back through 1929) 

(3) Best-grade long-term railroad bonds, computed from monthly data by Frederick 
R Macaulay, “Interest Rates, Bond Yields, Stock Prices,” National Bureau of 
Economic Research, 1938, pages A144-A161, for years 1880-1936, for later years. 
Standard and Poor’s AH- long-term rail bonds. 

The long upward and downward movements shown by the 
chart are reflected in the interest rate that life insurance com- 
panies have obtained on new investments However, the rate 
of earmng on their entire assets does not fluctuate so sharply 
as the current market yield on new investments The reason 
IS that only part of the total assets of any company need be 
invested in any one year Most of the assets consist of invest- 
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ments made m previous years at the then current market 3 nelds 
Thus, the interest earned on life insurance assets as a whole is an 
average of the 3 aelds obtained on investments made in many 
different years. 

Although this backlog of investments saves the insurance 
company from sharp year-to-year changes in earnings, it obvi- 
ously does not protect it from the effect of steadily falling market 
yields Smce in that event the company is constantly obliged 
to make its new investments at lower and lower yields, the 
average rate earned on all assets is inevitably pulled down The 
reverse situation is found in a period of rising interest rates. 

Another factor affects the size of life insurance company 
earnings importantly Not only is the interest rate earned in 
any year on all assets the average of matket yields obtained on 
investments made at different times; it is also the average of 
rather widely differing yields obtained on different kinds of 
investments, as previously mentioned- Changes m the relative 
volume of particular assets will therefore affect the over-all 
rate of interest earned. For example, mortgages were formerly 
the largest single investment; today United States government 
bonds occupy that position Since the yield on the latter is 
smaller than that on mortgages, the average yield obtained on all 
assets is lowered by this change 

Trends in the rate of interest earned by life insurance com- 
pames on their total assets are illustrated by Fig. 8 For the 
later years statistics are available that permit the presentation 
of yields on two bases: a gross yield before deducting investment 
expenses, and a net yield after making these deductions The 
difference between them represents the expenses incurred in the 
investment of funds, including ownership expenses in connection 
with real estate. The lower hne of the chart, showing the net 
yield, IS the more significant. 

Variations in the spread between the net and the gross yields 
reflect chiefly the relative proportion of assets invested in real 
estate. Taxes and repairs on foreclosed real estate are usually 
very substantial; during a period Such as the 1930^s, when the 
amount of foreclosed real estate increased considerably, invest- 
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ment expenses also increased, and the spread between the two 
curves widened ^ Excluding such abnormal expenses, the invest- 
ment expenses of a life insurance company usually reduce the 
gross interest yield by about per cent of the mvested funds 

The chart shows how sharp has been the dechne in life insur- 
ance company interest earnmgs, particularly during the past 
decade. During a large part of the 1920’s, for example, the 
companies were able to earn a net rate on all assets, after invest- 
ment expenses, of about 5 per cent, but in 1943 the net yield was 
only about 3K 1 ?^^ cent. The pronounced dechne in interest 
earnings has been world wide and has been an experience com- 
mon to all investors 
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Fig 8 — Trends m interest yield on total assets of United States life insurance 

companies. 

Sources 

(1) Insurance Yearbook, The Spectator Company, 

(2) Annual statements of 10 largest compames. 


Neither of the lines shown on the chart makes allowance for 
investment gains or losses Such gams and losses fluctuate 
considerably from year to year, but even dunng the severe 
depression decade of 1929-1938, the average yearly net invest- 
ment loss among the 26 largest hfe insurance companies combined 
was less than % of 1 per cent of them assets. 

1 The greater investment expenses in the 1930’s were also partly due to 
the greater proportion of assets m pohcy loans, -which have a greater expense 
rate than the average incurred on other investments 
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Interest Yield and the Cost of Life Insurance. — Death rates 
have been decreasing for many years, and this decrease has 
tended to reduce the cost of life insurance The sharp drop in 
interest earnings during the past decade has tended to laise 
insurance costs The relative effect of these opposing influences 
on the cost of life insurance is not generally understood 
Throughout the 1920’s, dividends paid to policyholders 
increased steadily as death rates decreased and interest earnings 
were at a high level, but with the subsequent decline m interest 
earnings it became necessary to reduce dividends substantially 
The mortality cost of weekly-premium insurance in one large 
company m 1941 was $12,600,000 less than it would have been if 
1931 death rates had been experienced But these lower costs from 
improved mortality were more than offset by higher costs due to 
lower interest yields, and in the same company in 1941 the cost 
of weekly-premium insurance was $32,300,000 more than it would 
have been if 1931 interest rates had been earned The net result 
of these changes has been a substantial increase in insurance costs 
This increase in insurance costs illustrates the necessity for a 
safety margin in premium rates and indicates that the safety 
margin has decreased on previously issued policies still in force 
The continued decline in interest rates and the absence of pros- 
pects for a reversal of this trend have impelled companies to 
adopt, for new policies, increased premium rates that contain 
safety margins in accordance with the present outlook 
The effect of a substantial reduction in both mortality and 
interest rates on premiums is shown in Table 9, A comparison 
of the first two lines of the table indicates the effect of a change 
from the Standard Industrial Mortality Table (1906) to the 
much lower death rates of the 1941 Standard Industrial Mortality 
Table A comparison of the second and third lines of the table 
indicates the effect of a reduction of 1J4 cent in the interest 
rate (from 4 to 2)4 per cent) It will be noted that the premiums 
on the newer mortality table with 2^4 per cent interest are 
greater than those on the older table with 4 per cent interest. 

At the end of 1941 each of the three large Ordinary-Industrial 
companies adopted new premium rates, based on lower interest 
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and lower mortality rates than were previously in effect For 
each company this resulted m an increase in premium rates 
The basis used by one of these companies in determining its new 
premiums is explained m Appendix R (page 351). 

When the premium rates were increased, it was decided to base 
the reserves on these new pohcies on a lower interest rate. Smce 
this will necessitate accumulating larger funds on these policies, 
substantially larger nonforfeiture values are guaranteed on them 
than on policies previously issued at lower premium rates 


Table 9 — Net* Annual Premium for $500 op Life Insurance 



Age 10 at issue 

Age 35 at issue 

Mortality and interest basis 

Plan of insurance f 

1 

Plan of insurance t 


L at 65 

20 PL 

20 YE 

L at 65 

20 PL 

20 YE 

Standard Industrial Mortality 
Table (1906) — 4 per cent 
interest 

$5 43 

$7 98 

$17 51 

$13 01 

SI 5 43' 

$20 75 

1941 Standard Industrial Mor- 
tahty Table— 4 per cent 
interest 

4 14 

6 31 

17 06^ 

10 94 

13 13 

18 99 

1941 Standard Industrial Mor- 
tality Table — 2}i per cent 
interest 

5 71 

9 98 

1 

19 96i 

13 43 

16 81 

21 80 


* Net premiums are based on. mortality and interest only, and contain no provision for 
expenses (see p 149) 

fL at 65 = life-paid“Up-at-65 plan, 20 PL = 20-year-payment life plan, 20 YE = 20- 
year endowment plan 

The interest earned on the funds held for the benefit of Indus- 
trial policyholders is of substantial value to them Studies have 
shown that in normal times most wage-earning families make 
little use of other forms of saving, so that httle of the money they 
now devote to life insurance would have been saved if the insur- 
ance had not been purchased Through their ownership of 
Industrial life insurance they benefit from interest earnmgs that 
they otherwise would not generally receive. This interest, even 
at the low interest rates currently earned, is, in effect, an offset to 
most of the expense necessary to provide them with the insurance 



CHAPTER X 
EXPENSES 

In order that life insurance fulfill its purposes, many sales and 
service operations must be performed, and these operations, as 
in the distribution of commodities,^ entail expense 

Disposition of the Industrial Income Dollar. — The average 
dollar of Industnal life insurance income may be analyzed to 
show what disposition is made of the monies received by the 
companies Most of the dollar is paid, or set aside for future 
payment, to policyholders and their beneficiaries; expenses of 
operation require about one-fifth of the total ^ An analysis of 
the disposition of an average dollar of income is presented in 
Table 10, based on combined figures of the three large Ordinary- 
Industrial companies for the years 1939“~1943 This table also 
subdivides the payments made to policyholders according to 
their nature 

This analysis shows that 20 cents of each income dollar were 
used for the expenses incurred in transacting Industrial life 

^ In the case of many commodities, the cost of placing the fimshed 
product in the hands of the consumer creates the larger part of the retail 
cost of the product In 1939 the Twentieth Century Fund published a 
report based on a 4-year study of the cost of distributing tangible com- 
modities (not including services such as life insurance) in the United States 
The percentage of the purchase price required for the cost of distribution 
differed according to the degree of service performed , but of the total amount 
spent by consumers during 1929, 41 per cent was needed for the cost of 
production and 59 per cent for the cost of distribution. Only 3 of the 
59 per cent represented profits About one-quarter of the total distribution 
cost was attributable to transportation, about one-quarter to the distribu- 
tion costs of manufacturers, about one-fifth to that of wholesalers, and 
about one-third to that of retailers 

2 The expenses analyzed throughout this chapter are those incurred m 
the companies’ insurance operations Expenses mcurred in the making 
and the care of investments are deducted from gross investment earnmgs m 
computmg net investment mcome. 
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insurance, while taxes required an additional 2 cents of each 
dollar. The remaining 78 cents were returned to pdiicyholders 
or their beneficiaries in the form of payments made or benefits 
granted or was used to increase reserves and other funds held for 
future payment to policyholders or their beneficiaries. 

Table 10 — Disposition of $1 of Income on Indttstbial Life Insurance 
Based on the Experience of the Three Large Companies during 1939-1943 


Amounts Shown Are m Cents 

Death, matured endowment, and disability payments 273^ 
Cash surrender values paid . 17M 

Dividends and premium refunds paid to pohcyholders . 13 

Cost of nursmg service and other health work for pohcy- 
holders . 

Increase in funds held for future payments to pohcy- 
holders and beneficiaries . 19J^ 

Total to pohcyholders and beneficiaries 78 

Insurance expenses (excludmg taxes) 20 

Taxes 2 

Grand total 100 


The income dollar analyzed in Table 10 accrued from two 
sources, from premiums and from net earmngs on investments. 
In this instance, premiums accounted for 83J^ cents of each 
income dollar, while net investment earmngs made up the 
remaining 163^ cents. 

Composite Industrial and Composite Ordinary Expenses 
Compared. — The total expense of providing insurance services 
to Industrial pohcyholders arises from a number of different 
sources The field force must be paid for its work in selling and 
servicing the insurance and in receiving the premiums, the home- 
office staff must be compensated for its services, rent must be 
paid for the space occupied by company offices, and many other 
expense items of less importance must be met. In addition, 
substantial amounts must be paid m taxes to the Federal and 
state governments. 

In the following paragraphs the various elements which 
together constitute Industrial expenses will be examined and 
each element will be compared with the corresponding expense 
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charge in connection with Ordinary life insurance This cona- 
parison has been made by tracing the disposition of the income 
dollar for each branch of one large company and is shown in 
Table 11 ' 

In any business the amount of service rendered to customers 
affects the ultimate cost of the product Partly because of these 
service costs, commodities bought in small amounts generally 
cost more than if purchased in quantity. Similarly, because of 
the small amounts of insurance and premium characteristic of 
Industrial pohcies, and because of the additional services ren- 
dered to the policyholder, the Industrial expense rate cannot be 
as low as that of Ordinary life insurance In recognition of this 
fact the New York insurance laws, which limit the expense that 
may be incurred by any company operating m that state, allow 
a greater amount for Industrial than for Ordinary expenses ^ 

It will be observed from Table 11 that for the years 1939-1943 
insurance expenses (excluding taxes) required 19.5 cents of the 
Industrial income dollar as compared with 113 cents for the 
Ordinary branch. The elements that gave rise to this difference 
of 8 2 cents in the expense rates of the two branches will be con- 
sidered below 

Payments to the Field Force — Of the 8 2 cents per income dollar 
by which Industrial expense exceeded Ordinary, 7 1 cents arose 
from the difference in amounts paid to the agency force for 
selling and servicing the insurance. Whereas the compensation 
paid to members of the agency force required only 5 3 cents of 
the Ordinary income dollar, it required 12 4 cents of the Indus- 
trial In each department, the amount paid to the field force 
for selling new business required somewhat less than 2J^ cents 
of the income dollar; the balance of their compensation was for 

1 This method of expense comparison has been used also by the two 
state insurance departments which m recent years have published their 
findings on the cost of Industrial life insurance The Massachusetts 
department made such an analysis in 1937, and the New York department 
made similar analyses in 1937 and m 1940 

^ The" section of the New York law that hmits the expense on Industrial 
life insurance is reproduced m Appendix N, p 321 
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servicing existing insurance. The difference between the two 
branches in the amounts paid to the field force for servicing the 
insurance accounted for about mne-tenths of the excess of 
Industrial over Ordinary expenses. 

Table 11 — Disposition of $1 of Income on Inbtisteial and Ordinary 
Life Insitrance* 

Based on the ExperienTce of One Large Company during 1939-1943 
Amounts Shown Are m Cents 



1 

Industrial 

Ordmary 

Total to policyholders and beneficiaries 

78 4 

86 7 

Insurance expenses. 



Field expenses* 



Paid members of agency force 

12 4 

5 3 

Salaries of clerks m district offices 

1 1 

0 7 

Rent of district offices and other field 



expenses 

1 9 

1 3 

Total field expenses 

15 4 

7 3 

Home-office expenses 



Salaries of home-office employees 

2 4 

2 4 

Home-office rents and other home-office 



expenses 

1 7 

1 6 

Total home-office expenses 

4 1 

4 0 

Total msurance expenses 

19 5 

11 3 

Taxes: 



License and Federal mcome taxes 

1 6 

1 7 

Social Security taxes 

0 5 

0 3 

Total taxes 

2 1 

2 0 

Grand total 

100 0 

100 0 


* The income dollar was made up, in cents, as follows 

Industrial Ordinary 

From premiums 84 1 79 1 

From net investment earnings 15 9 20 9 

Total 100 0 100 0 

This difference in payments to the field force is not unieason- 
able since, for the company to receive the same amount in 
premiums, much more work is required by the agents for Indus- 
trial than for Ordinary policies. The amount of each premium 
payment is far smaller for Industrial than for Ordinary life msur- 
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ance, because (1) the average Industrial policy of this company is 
only about one-sixth as large as its average Ordinary policy, and 
(2) most Industrial premiums are payable weekly, while Ordi- 
nary premiums are payable at much less frequent intervals 
Moreover, most Industrial premiums are received by agents at 
the policyholder^s home, but only a small proportion of the 
Ordinary premiums — ^those payable monthly in amounts of $10 
or less — are handled on the debit system. 

District-office Expenses — ^Table 11 shows that the salaries of 
clerks m district offices, the rent of these offices, and such other 
field expenses as office maintenance, furniture, stationery, sup- 
plies, and postage required 3 cents of each income dollar in the case 
of the Industrial and 2 cents m the case of the Ordinary branch 

The direct payment of weekly premiums to company offices is 
responsible for part of this Industrial district-office expense 
Accounting work on these policies, comparable to that performed 
by agents on their debits, is performed by district-office clerks. 
Part of the savmg from the collection commissions which would 
otherwise be paid to agents is used to compensate the larger 
number of district-office clerks required and to pay for the larger 
quarters needed for district offices. 

Home-office Expenses — ^The various operations that are per- 
formed in the home office, other than the investment of funds, 
required 4 1 cents of each Industrial income dollar and about the 
same portion (4 0 cents) of each Ordinary income dollar. Of 
these amounts, 2 4 cents represented employees' salaries in each 
of the two branches. For home-office rents and such other home- 
office expenses as printing, stationery, furniture, postage, office 
maintenance, and advertising, the Industrial share was 1.7 cents 
per income dollar and the Ordinary share was 1 6 cents.^ 

After analyzing comparative home-office expenses in the Indus- 
trial and Ordinary departments of this company for the years 
1937-1939, New York State Insurance Department examiners 
reported that: 

^By owning its own home-office buildings, the company is m the dual 
position of landlord and tenant The fair rental value of the space it 
occupies IS both charged as insurance expense and credited as investment 
income. 
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. . . home-office expenses represent about the same ratio to total 
income m both departments This would not generally be expected 
when it IS considered that Industrial policies are much smaller than 
Ordmary policies and that Industrial premiums are paid at more fre- 
quent intervals The expense of handling a large number of small 
policies and of keepmg records of small premiums paid at short inter- 
vals would appear to be prohibitive. But the home-office expenses of 
the Industrial department have been held down by the method of 
carrying on the business ’• 

Use of the debit system of accounting has been an important 
factor m keeping down home-office expense as weU as the total 
expense in the Industrial branch Ip addition to the advantages 
cited in Chap III, this system makes it unnecessary for the home 
office to keep certain records on Industrial policies, generally 
considered essential for the larger Ordinary pohcies For 
instance, an alphabetic index of Ordinary policyholders is main- 
tained so that each person’s pohcies can be identified and the 
amount of insurance on his life or other information can be 
ascertained by looking up his name In the case of the smaller 
Industrial policies, an alphabetic index would involve an expense 
disproportionate to its value, and the agent’s record of the insur- 
ance in force in his debit is sufficient for all practical purposes as 
he IS in constant contact with his policyholders 

Taxes — Every state charges life insurance compames operat- 
ing within its jurisdiction an annual tax, usually levied as a 
percentage of preimums received on insurance in force in the 
state In addition, life insurance companies are subject to 
Federal income taxes based on investment earnmgs after certain 
allowances ^ These taxes required 1 7 cents of the Ordinary, and 
1 6 cents of the Industrial income dollar. 

In its capacity as employer a life insurance company pays 
Social Security taxes based on pay roll. These taxes go partly 
to the Federal government and partly to the state governments 

^ State of New York, Insurance Department, ^‘Eeport on Exammation 
of the Metropohtan Life Insurance Company, Special Study of Industrial 
Insurance, Dec 31, 1939, p 12 

2 Taxation of life msurance compameg is treated more fully m Appendix 
O, p. 326 
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Since they were based on the compensation of both agency force 
and home-office employees, a greater proportion of Industrial 
than of Ordinary income was needed for these taxes — 0 5 per cent 
for the former and 0 3 per cent for the latter 

As an investor of funds, a life insurance company also pays to 
local governments substantial real-estate taxes on property it 
owns and occupies, on housing projects it owns, and on properties 
it has taken over m satisfaction of unpaid mortgage debts Such 
taxes — ^like other investment expenses — are deducted from the 
gross interest income m obtaining the net investment income. 

Allocation of Income and Disbursements — Ordinary-Indus- 
trial companies are required to make an accurate allocation of all 
items of income and disbursement to each of their departments, 
and their practices in this respect are checked by state insurance 
department examiners. The examiners of the New York State 
Insurance Department, after the detailed study of the account- 
ing practices of one large company made in connection with the 
periodic examination of its affairs in 1937, described these prac- 
tices in their report. They also stated that “the company’s 
methods provide a breakdown of every item m the annual state- 
ment into the amounts allocable to each department ” They 
found that “this breakdown is equitable and results in no depart- 
ment being favored at the expense of another in the case of any 
item.”^ 

Weekly-premium Industrial and Monthly-premium Ordinary 
Expenses Compared. — The disposition of income presented in 
Table 11 shows the nature of the differences in expenses between 
the composite Industrial and the composite Ordinary business 
During the period 1939-1943 about one-fifth of the Industrial 
income of the three large companies was needed for insurance 
expenses (excluding taxes). Further analysis of the data of one 
company shows that its Industrial expenses required 8 2 cents 
more of each income dollar than did the Ordinary, and that 
this greater expense was almost entirely due to payments to the 

^ State of New York, Insurance Department, ^^Eeport on Exammation 
of the Metropohtan Life Insurance Company, Special Study of Industrial 
Insurance, Dec 27, 1937, p 8 
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field force for servicing the smaller policies with small individual 
premiums payable at frequent intervals 

The Industrial expense figures were a composite of the experi- 
ence on three classes of business. (1) weekly-premium insurance 
on which premiums were received at the pobcyholders’ homes by 
agents, (2) weekly-premium insurance on which policyholders 
took advantage of the 10 per cent refund by pa 3 rLng premiums 
directly to a company office, and (3) monthly-premium Industrial 
insurance. For Ordinary life insurance the figures were a com- 
posite of the experience on Ordinary policies on which premiums 
were payable annually, semiannually, quarterly, or monthly.^ 

The Industrial expense rate differs between weekly- and 
monthly-prenuum business, and for weekly-premium policies it 
differs when premiums are paid to agents at the pohcyholders’ 
homes and when they are paid directly to the company Simi- 
larly, the Ordinary expense rate vanes according to the frequency 
with which premiums are payable The foregomg comparison is 
thus significant of the difference between the two branches m 
aggregate expense rate rather than between particular policies m 
each branch For individual policies, a comparison of expense 
charges can most readily be made through the use of net-cost 
statistics 

The net cost of a policy — as the term is generally used in life 
insurance — ^represents the total out-of-pocket cost for a policy- 
holder who surrenders his msurance at the end of an assumed 
number of years It is the amount paid in premiums less the 
amounts received m dividends and as a cash surrender value. 

By means of a net-cost comparison, it has been possible — after 
making appropriate allowances for the different death rates 
experienced in the two groups — ^to measure the difference in 
expense charges between weekly-premium Industrial policies and 

1 The income and expenses on Ordinary life msurance of this company 
mclude receipts and payments m connection with single-premium Ordmary 
life insurance and mdmdual annuity busmess, which have a lower expense 
rate than Ordmary life insurance in general. However, this company 
has, relatively, so small a volume of such busmess that its mclusion does not 
materially reduce the Ordinary expense rates appearmg in Table 1 1 
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the type of Ordinary policies most nearly comparable in frequency 
of premium payment, monthly-premium Ordinary policies ^ 
This comparison measures the differences m cost that result from 
the more frequent Industrial premium payments and the smaller 
size of the Industrial policies. 

Such a comparison was made by examiners of the New York 
State Insurance Department in their 1937 study of the Industrial 
life insurance transacted by one large company ^ The examiners 
found that for policyholders whose weekly premiums were paid 
at their homes the Industrial cost was higher to the extent of 
15 per cent of their premiums For those who regularly paid 
their premiums directly to a company office, the Industrial cost 
was higher by only 5 per cent of their premiums 

Besides the difference in expense charges, these differences in 
cost include the cost of the loss-of-eyesight-or-limbs benefit, 
included automatically m Industrial policies, and the cost of the 
health program for Industrial policyholders — ^including visiting- 
nurse service — ^for which no extra premium is charged. The cost 
of these two benefits for Industrial policyholders together was 
about 2 per cent of the premiums 

Therefore, policyholders whose weekly premiums were paid 
at their homes paid an expense charge greater than that on 
monthly-premium Ordinary policies by 13 per cent of their 
premiums When premiums were paid directly to an office of 
the company, the additional expense charge for Industrial 
policyholders represented only 3 per cent of their premiums 
For a given amount of insurance, over six times as many 
Industrial as Ordinary policies had to be handled, and premiums 
on the Industrial policies were payable weekly while those on the 
compared Ordinary policies were payable monthly. In view of 

1 Monthly-premium Ordmary policies in this instance include both debit 
and nondebit policies, because the basis of charges to the policyholder is 
the same m both cases 

2 Smce the Industrial policies provided an accidental-means death benefit, 
the Ordmary policies used Were those which also provided this benefit 
The exact basis of this comparison is given in the exammers^ report repro- 
duced in Appendix P, p 330» 
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these facts it is not surprising that the examiners of the New York 
State Insurance Department summarized their findings as to 
Industrial costs with the statement: ‘^It is submitted that these 
costs are not excessive in view of the services rendered.” 

The preceding comparison was between weekly-premium 
Industrial policies and mmthly-preimxim Ordinary policies. For 
monthly-premium Industrial business, because of the somewhat 
larger size of pohcies and less frequent premium payments, 
expenses are somewhat less than for weekly-premium, even when 
the weekly premiums are paid directly to a company office. 
There is practically no difference between monthly-premium 
Industrial and monthly-premium Ordinary life msurance m the 
proportion of premium needed for expense; the greater expense 
rate that would otherwise be occasioned by the smaller size of 
the Industrial pohcies is about offset by the simpler home-office 
procedures made feasible by their smaller size and by not provid- 
ing dividend and settlement options. 

The cost of Industrial life insurance in companies operating in 
Massachusetts was examined by the insurance department of that 
state in 1937 In submitting the findings to the Massachusetts 
legislature, the commissioner of insurance referred to a criticism 
of the higher cost of Industrial as compared with Ordinary life 
insurance and stated. 

Without an analysis of the underlying factors, a superficial examina- 
tion of the figures would seem to mdicate that this criticism is jus- 
tifiable. However, when the two types of policies are compared as 
to content and service we find a decidedly different result. . . the 
cost of Industrial msurance is not excessive when all proper factors are 
considered ^ 

Reduction in Industrial Expense Rate. — ^The cost of Industrial 
life insurance has been kept down through the companies' con- 
stant efforts to reduce the expense rate Reduction m expenses 
has been accomplished through increased efficiency made possible 

1 Report of the Commissioner of Insurance to the Insurance Committee 
of the Massachusetts Senate m connection with its consideration of House 
Bill 656, 1937 
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by the growing volume of business over the years and by improve- 
ments m operating methods, through the introduction and exten- 
sion of the 10 per cent refund for direct payment of weekly 
premiums, and through the introduction and expansion of the 
monthly basis of premium payment Substantial savings have 
been effected in operating costs, despite the many additional 
services to policyholders which have been added over the years. 
These savings may be illustrated by the experience of one of the 
three large Ordinary-Industrial companies 

For its Industrial business as a whole, the expense rate during 
1939-1943 was 19 per cent lower than in the 5-year period 20 years 
earlier, and it was 35 per cent lower than m the 5-year period 40 
years earlier ^ 

Part of this reduction has been made possible by the fact that 
a substantial proportion of Industrial policyholders now own 
insurance on the monthly-premium basis; but even for the 
weekly-premium business alone the expense rate has been reduced 
31 per cent over the past 40 years. Again, part of the saving in 
expense on weekly-premium business results from the fact that, 
at the present time, almost one-third of the weekly premiums 
are paid directly to the company Still, for weekly-premium 
policyholders who have continued to use the agent^s services in 
receiving premiums, the expense rate has been reduced by 21 pei 
cent over the past 40 years. These savings in expense have been 
passed on to policyholders and have served to reduce the cost of 
their life insurance by substantial amounts 

^ These expense rates (which exclude taxes) are for pohcies in force beyond 
their first year Because of the extra expense resulting from the sale and 
issuance of the policy, the expense rate is higher during a policy’s first year 
than in later years As the company has grown, the proportion of new to 
old busmess has naturally decreased, and the reduction in the expense rate 
would therefore be exaggerated if an aggregate rate mcluding first-year 
expenses were compared Although the Industrial first-year expense rates 
have shown reductions of even somewhat larger magnitude, in the long run 
the decrease m servicmg expenses is of greater importance to the Industrial 
policyholder. 
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The Actuarial Basis of Industrial Life Insurance 



Part V discusses the scientific principles on which Industrial 
life insurance is based Chapter XI explains how premium rates 
are computed Chapter XII explains why reserves are maintained 
and how they are computed. Chapter' XIII describes how the 
amounts of nonforfeiture values are determined. In Chapter XIV j 
the need for adequate surplus funds is discussed, and the basis and 
forms of dividends to policyholders of mutual companies are 
explained. 



CHAPTER XI 
PREMIUMS 


The payment, stipulated in the life insurance policy, to be made 
to the company is the gross 'premium. Three principal elements 
determine this premium for a particular class of policies (1) the 
rate of mortality, (2) the rate of mterest, and (3) the rate of 
expense including taxes. 

A gross premium is computed in two steps A basic premium 
is first calculated, employing only two of the elements, mortahty 
and interest.^ From this basic premium the gross premium is 
then determined 

BASIC PREMIUMS 

Let us suppose that a group of 10,000 persons, all of the same 
age, join together to create a fund to provide a payment of $500 
at the end of the year to the family of every member who dies 
during the year. Ignoring any expenses involved in the transac- 
tion, how much should each member contribute? 

If past experience indicates that among the 10,000 persons 123 
will probably die within the year, provision must be made for 
the payment of 123 death claims of $500 each, or $61,500. It is 
assumed that contributions will be collected at the beginning of 
the year and death claims will be paid at the end of the year. 
Consequently, if 2}^, P^r cent mterest can be earned on the contn- 
butions, the group need collect only $60,000, which, with $1,500 
interest earned in the year, will be sufficient to pay the $61,500 
of claims. The proportionate share of each of the 10,000 
members will then be $6. This amount is the heme premium 
needed to supply each member with $500 of insurance protection 

1 Premiums computed on the basis of mortahty and interest only, without 
provision for expense, are also known as net pretmums to distmguish them 
from gross premiums 
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for 1 year, that is, with that much 1-year-term insurance This is 
life insurance in its simplest form. 

If at the end of that year the survivors desire to continue the 
protection, the new basic premium will be somewhat larger than 
in the first year, since the death rate generally increases as persons 
become older Each year in the future, if this form of protection 
is continued, the premium cost will rise — only moderately at 
first but to an increasing degree as the members reach more 
advanced ages 

According to some recent Industrial death rates, if each mem- 
ber of an insured group were 20 years of age at the outset, by the 
time one-quarter of them had died, the survivors would have 
reached an age at which the death rate would be more than eight 
times as great as at age twenty, so that the 1-year-term premium 
would be more than eight times as large as in the first year By 
the time half of them had died, the pi^mium would have to be 
twenty times as large, and by the time three-quarters of them had 
died, the survivors would have to pay a premium forty times as 
large as at the beginning 

Thus, although 1-year-term insuiance might appear attractive 
at first, the premiums keep inci easing until they become prohibi- 
tive. This plan of insurance is suitable only for temporary 
protection and is impractical when insurance of a permanent 
nature is desired Consequently, it is not used in Industrial 
life insurance 

Under the 1-year-term plan, each yearly premium is sufficient 
to purchase insurance for that year alone However, if each 
insured person pays in the early years somewhat moie than is 
necessary for claims in those years, his excess payments — 
accumulated at interest — ^will lower the cash outlay otherwise 
necessary in later years When the basic data needed to deter- 
mine 1-year-term insurance premiums at all ages are known, it is 
a simple matter of arithmetic to compute a premium that can be 
continued at the same rate each year throughout the lifetime 
of the insured 

Such a level premium will be larger than the 1-yeai-term 
premium applicable to the age of the insured m the early years 
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but much lower than those apphcable to his age m later years 
The level-premium system, which is used in both Industrial 
and Ordinary life insurance, has made insurance feasible for the 
whole of life, beginning at any insurable age 

Since the level premiums will be insufficient to meet claims in 
the later years, the company must anticipate the amount of their 
future deficiency by maintaining a reserve fund The reserve for 
a group of pohcies at any time is the accumulation, at an assumed 
rate of interest, of the amount by which the net premiums for 
past years exceed the amount of death claims paid according to 
the assumed mortality table ^ 

The operation of the level-premium system is illustrated in 
Table 12 Starting with 10,000 persons at age thirty, each 
insured for $500 under a whole-life policy, the table shows by 
decades the income of the insurer from premiums and from 
interest, the disbursements for death claims, and the remaining 
reserve fund on hand For simplicity, only the net premiums are 
considered, and expenses are ignored 

Table 12 — Operation* of the Level-premium System 


For 10,000 Whole-life Policies of $500 Issued at Age 30; Based on 1941 
Standard Industrial Mortality Table and 2M r*6r Cent Interest* 


Age 

decade 

Premiums 

(1) 

Interest 

(2) 

Total 

Income 

(3) 

Death 

Claims 

Paid 

(4) 

Added to 
Reserve 

(5) 

Reserve at 
End of 
Decade 
(6) 

30-39 

$1,007,365 

$ 96,953 

I 

$1,104,318 

$ 319,000 

$785,318 

$ 785,318 

40-49 

921 , 508 

281,297 

1,202,805 

539,000 

663,805 

1,449.123 

50-59 

772,885 

401,691 

1,174,576 

1 910,500 

264,076 

1,713,199 

60-69 

537,050 

386,383 

923,433 

1 1,338,500 

-415,067 

1,298,132 

70-79 

254,191 

223,999 

478, 190 

1,270,500 

-792,310 

505,82^, 

80-89 

55,757 

55,912 

111,669 

570,500 

-458,831 

46,991 

90-99 

2,506 

2,503 

5,009 

52,000 

- 46,991 

0 

Total 

$3,551,262 

$1,448,738 

i 

$5,000,000 

$5,000,000 

0 

? 


*It IS assumed that premiums are received weekly aad that claims are paid immedi- 
ately at death 


For each of the first two decades the premiums exceed the 
amounts needed for death-claim payments In the third period, 
1 See Chap XII, p 159 
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premiums alone are msuflacient to meet death payments, but 
the total income (premiums plus interest) for the period is larger 
than the amount of death claims, and the reserve fund still 
increases In later periods, the amount of death claims exceeds 
the sum of the premiums and interest, and the reserve fund con- 
tinuously decreases until it is completely exhausted after the last 
claim is paid 

The basic premiums would thus exactly suffice for a company to 
meet all its obligations if it were to experience the rates of 
mortality and of interest assumed in the premium calculations, 
provided that the business were conducted entirely without 
expense.^ 


GROSS PREMIUMS 

Since basic premiums contain no specific provision for the 
expenses incurred in transacting the business, an allowance for 
these expenses must be added to the basic premiums in deter- 
mining the gross premiums 

Even when premiums are payable more frequently than 
annually — as in Industrial life insurance — the basic premium is 
computed on an annual basis, ie j as if the premiums were 
payable once a year From the basic annual premium a gross 
annual premium may be determined, and from this, in turn, the 
gross weekly (or monthly) premium may be calculated. 

Although computing basic annual premiums is a mere matter 
of arithmetic, knowledge and sound judgment must be applied 
m selecting appropriate rates of mortality and interest to be used 
in that computation and in determining the amounts to be added 
to the basic premiums to obtain the gross premiums. 

Determination of Mortality, Interest, and Expense Rates. — 
Unhke the cost to the producer of such tangible commodities as 
an automobile or a piece of furniture, the exact cost of supplying 
hfe insurance cannot be known when it is sold. For a premium 
that is fixed at the outset and hence cannot be increased at any 
time after the policy is issued, a life insurance company guaran- 

^ Illustrations of how level basic premmnas may be computed for repre- 
sentative plans of insurance appear in Appendix Q, p 342 
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tees protection to the policyholder over a long future, filled with 
many uncertainties. 

The inclusion of adequate safety margins in the premium rates 
charged by a mutual company for each plan of insurance and 
for each age minimizes the future possibility, if actual experience 
of any group proves less favorable than expected, of having to 
use income derived from some other group of policyholders to 
make up the deficiency Every group should be self-supporting 

Mortality rates used in calculating basic premiums are gener- 
ally higher than those expected under normal conditions Death 
rates, in general, have been decreasing over the years, but, as 
shown in Chap VIII, they have not decreased uniformly at all 
ages. The improvement has been mainly at the younger years 
of life. Death rates may continue to decrease, but no one can 
foretell to what extent or at what ages the reduction will occur 
The death rates experienced by one large company in 1943, for 
instance, were higher than for several previous years Future 
improvement is by no means sure, and the safety of life insurance 
must not be made dependent upon such an uncertamty. 

Although a quarter of a century has passed since the last 
serious nationwide epidemic, there can be no assurance that the 
future may not bring another equally serious or even worse 
Moreover, policies issued m peacetime usually contain no war 
restrictions. When war occurs, many persons who enter war 
service own pohcies that are payable for their full amount, even 
though the insured dies from a war cause. Allowance for varied 
mortahty contingencies such as these must be contained in life 
insurance premiums. 

In hke manner, an interest rate below expected earnings is 
generally used in calculating the basic premium The net rate 
that can be earned on invested funds has been decreasing for 
two decades, and decreased interest earnings increase the cost 
of the insurance. Moreover, interest yields currently obtained 
by the companies on their entire portfoho of investments still 
reflect in part the higher rates at which their investments were 
made in the past Therefore, some further decline m earnings 
must be anticipated, although it is impossible to determine the 
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exact level to which interest rates may falL Furthermore, future 
changes in economic conditions may occasion periods during 
which some investments will depreciate in value. Life insurance 
premium rates must include a provision for all such interest and 
investment contingencies. 

Gross premiums must also contain some margin for unpre- 
dictable increases in expenses, including taxes. As the volume of 
insurance has grown and as operating methods have been 
improved, companies have been able to reduce their expense 
rates However, the normal trend toward reduction in expenses 
achieved through these means has, on some occasions m the past, 
been reversed temporarily owing to additional expenses imposed 
by factors beyond the control of the companies Provision 
must be made for the possibility that similar situations may 
occur in the future. 

The gross premium must therefore provide for possible 
adverse changes in the mortality, interest, and expense experience. 
The most direct method of including a safety margin is to incor- 
porate part of it in each of the three elements. This is accom- 
plished by using death rates somewhat greater than are to be 
expected under normal conditions, by using an interest rate 
somewhat lower than is expected to be earned, and by allowing 
for slightly more than is required by current expenses and tax 
rates. 

When each element contains a part of the safety margin, 
it is not necessary that each one include a margin sufficient to 
cover the most adverse circumstances which could affect that 
element, since any unneeded portion of the safety margin in the 
other two elements can also be used The total prenuum, how- 
ever, must be adequate to take care of reasonably possible con- 
tingencies which might affect mortality, interest, and expense 
separately or simultaneously It is the size of the gross premium, 
not that of any of its component parts, that is of primary 
importance 

Proper gross premiums can also be determined without 
including part of the safety margin in each of the elements. To 
simplify the calculation of premiums, basic premiums for par- 
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ticipating life insurance have sometimes been calculated by using 
mortality tables according to which the reserves were to be 
computed, even though the death rates contained greater margins 
than was considered necessary, at least at some ages When 
this practice is followed m computing basic premiums, it is 
taken into account in the other elements, usually by addmg to 
the basic premiums a smaller amount than would otherwise have 
been used in obtaining the gross premiums. 

Since the amount added to the basic premium to determine the 
gross prennum is mainly for expenses, the manner in which this 
amount is computed usually reflects the various ways m which the 
expenses are incurred. Some expenses for an mdividual policy, 
such as state insurance taxes and commissions paid to agents, 
depend directly on the amount of premium. Others, including 
much of the cost of conducting home-office operations, have no 
such direct relationship to the premium but are more closely 
related to the amount of insurance Since the expenses fall 
fundamentally into these two divisions, the amount added to the 
basic premium to determine the gross premium is often computed 
in two parts * one as a percentage of the premiums, the other as 
a fixed amount per $1,000 of insurance.^ 

In mutual companies, the mcome not needed to meet the cost of 
the hfe insurance and to accumulate the necessary reserve funds 
IS returned to policyholders in the form of dividends. Since 
policies issued by these companies are thus entitled to share m 
divisible surplus, they are called participating Nonparticipating 
life insurance is sold on a guai^nteed fixed cost basis, in that 
the pohcyholder is not entitled to receive dividends. It is issued 
by stock compames only Smce the capital stock supphes a part 
of the safety margm, premium rates for nonparticipating insur- 

1 It is not so important in Industrial as m Ordinary life insurance that 
this amount be added m two parts to the basic annual premium. A much 
larger proportion of Industrial than of Ordinary expense is controlled- by 
the size of the premiums, because of the Industrial collection service, for 
which the agents are paid a percentage of the premiums Consequently, 
the gross premiums for weekly-premium Industrial hfe insurance have fre- 
quently been obtamed by increasing the basic annual premiums merely by 
a percentage. 
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ance generally contain a somewhat smaller safety margin than 
those for participating insurance. 

The preceding discussion — ^which is applicable to both Ordinary 
and Industrial premiums — ^has made no reference to the two 
supplementary benefits that are generally provided by Industrial 
policies without specific extra premium charge. These are the 
additional benefit payable in case of death by accidental means 
and the benefit for loss of eyesight or limbs. The calculation of 
basic premiums for these benefits follows the same general 
principles as those used in calculating the basic premium for life 
insurance. The basic premiums for the supplementary benefits 
are small in comparison with that for the life insurance, to which 
they are added before the gross premiums are determined.^ 

Determination of Insurance Age. — The premium to be charged 
for Industrial life insurance is determined on the basis of the 
applicant's age on his next birthday This method was cus- 
tomary in Great Britain (for both Ordinary and Industrial 
life insurance) when Industrial life insurance was introduced into 
America American companies which imported the Industrial 
system retained the British practice, despite the American use 
of age at nearest birthday in Ordinary life insurance, and the 
practice became general Age at next birthday is somewhat 
easier to determine than age at nearest birthday, and in the 
aggregate the cost of insurance will be the same whichever basis 
is used.2 

How Premium Rates Are Quoted. — Premium rates on Ordi- 
nary life insurance are generally quoted for units of $1,000 
of insurance. Monthly-premium Industrial rates are likewise 
usually quoted on the basis of a stated amount of insurance, 

1 See Appendix R, p 351 

2 Age at nearest birthday has continued to be used in this country in 
Ordinary life insurance, and the mortality tables reflecting Ordinary 
experience have been prepared on this basis At the time the 1941 Standard 
Industrial Mortality Table was being prepared, consideration was given 
to the possible determination of insurance age for Industrial on the same 
basis as for Ordinary life insurance This was not done, however, since the 
advantages of uniformity between the two branches were considered to be 
of less importance than the advantages of continuing the existing practice 
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such as $500. However, in some cases the 'premium rather than 
the amount of insurance is taken as the unit, and the rate books 
then quote the amount of insurance granted for a monthly 
premium of $1 or $2. 

For weekly-premium Industrial policies, the premiums are 
sometimes quoted on the basis of $250 or $500 of insurance 
More often, however, these rates are quoted on the basis of the 
amount of insurance granted for a specified weekly premium — 
generally, 5 cents and multiples thereof. The use of the weekly 
premium, rather than the amount of insurance, as the unit 


, Table 13 — Amount of Insurance for a Weekly Premium op 5 Cents 


Age of in- 
sured' at issue 

Double- 
protection * 

1 Life-paid-up- 
at-75 

Life-paid-up- 

at-65 

20-year-pay- 
ment life 

10 

$144 


$122 

-$74 

20 

114 

$99 

95 

63 

30 

86 

75 

70 

53 

40 

62 

53 

48t 

43t 

50 


36t 


33 1 

60 


22 1 




Table 14 — Monthly Premium for $500 op Insurance 


Age of 
insured 
at issue 

Double- 

protec- 

tion* 

Life- 

paid-up- 

at-75 

Life- 

paid-up- 

at-65 

Endow- 

ment- 

at-65 

20-year- 

payment 

life 

! 20-year 
endow- 
ment 

10 

$0 66 


$0 78 

$0 82 

$1 29 

$2 20 

20 

0 83 

$0 96 

1 00 

1 06 

1 52 

2 24 

30 

1 10 1 

1 27 

1 36 

1 45 

1 81 

2 34 

40 

1 56 

1 79 

2 00 

2 17 

2 24 

2 56 

50 


2 65 



i 2 87 

3 04 

60 


4 42 






* The amount of insurance quoted for the weekly-premium policies is the benefit before 
age sixty-five. The monthly-prenaium rates for this plan are for $500 of insurance before 
age sixty-five, and $250 thereafter 

t Weekly-premium poheies are sold by the company for a mmimum of $50 of insurance. 
When the amount of insurance for each 5 cents of weekly premium is less than $60, the 
minimum weekly prenoium for which a policy wifi be issued is 10 cents or 15 cents, as the 
case may be 
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permits a more nearly exact gradation of insurance benefits by 
age, when policies for very small amounts are involved. 

Current. Industrial Premium Rates. — An explanation of the 
computation of the premium rates adopted at the beginning of 
1942 by one large mutual company will be found in Appendix R 
(page 351). These premium rates were determined in very much 
the same manner for both Ordinary and Industrial life insurance, 
except that different mortality tables were used to take into 
account the different death rates experienced in the two branches 
The same interest rate was used for both branches, and, with 
imnor exceptions, the addition to the basic premiums for expenses 
and contingencies was the same in the two branches for premiums 
payable at like intervals (monthly) For Ordinary premiums 
payable less frequently than monthly, a smaller addition was 
sufficient, while for Industrial premiums payable weekly a larger 
addition was required 

Tables 13 and 14 illustrate the current weekly- and monthly- 
premium rates of this company for standard Industrial Me 
insurance In addition to the usual limited-premium-payment 
life and endowment plans, a double-piotection plan is issued. 
Under this plan the insurance continues for the whole of Me, 
but the amount payable in case of death before age sixty-five is 
twice as large as thereafter; premium payments cease at age 
sixty-five 



CHAPTER XII 
RESERVES 

Level-premium life insurance is made possible through the 
accumulation of a reserve fund on each group of policies. This 
fund, together with interest additions and premiums subsequently 
received, makes it possible to pay claims on that group in later 
years when the premiums received would be insufficient because 
of higher death rates. 

The solvency of a life insurance company depends on its main- 
taining adequate funds Accordmgly, state insurance laws 
specify a basis for determining the minimum amount of a com- 
pany's reserve, and the company must maintain at least that 
amount of assets. 

The reserve is computed solely on the elements of mortality 
and interest (not of expense). Since premiums which are com- 
puted only on the elements of mortality and interest are called 
net premiums, this reserve is a Tici-prenoium reserve The prin- 
ciples followed in computing reserves are the same for both 
Ordinary and Industrial business, 

Level-net-premium Reserves. — In calculating the reserve, 
each group of policies on the same plan of insurance, issued to 
persons of the same age, and in force the same number of years, 
is treated as a unit. The first step in computing reserves on the 
level-net-premium basis is to calculate a level reserve net annual 
'premium This premium may be computed in exactly the same 
way as the basic annual premium ^ If the same mortality and 
interest rates are used, the basic annual premium and the reserve 
net annual premium will be identical. However, the same basis 
need not be used for both For instance, a company may use its 
own recent mortahty experience in calculating its basic premiums, 

1 See Appendix Q, p 342 
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yet be unable to base its reserves on this mortality table because 
its use for such purpose is not sanctioned by state laws. 

The calculation of the level-net-premium reserve on a group of 
policies may be explained in the following manner. The total 
amount of reserve net annual premiums receivable at the begin- 
ning of the first policy year for all the policies in the group is 
increased by interest for 1 year at the assumed rate ^ From this 
sum is deducted the amount of death claims that, it is assumed, 
will be incurred during the year. The balance is the total first- 
year reserve for the surviving policyholders of the group 

The fund at the beginning of the second year consists of the 
reserve accumulated at the end of the first year plus the reserve 
net annual premiums receivable for the second year from all 
surviving policyholders This fund is increased by interest for 
1 year at the assumed rate; from this accumulation the amount 
of death claims assumed to be payable at the end of the second 
year is deducted; the balance is the total second-year reserve 
for the survivors The reserve for later years may be obtained 
in a similar fashion ^ 

For a number of years after any group of policies is issued, 
the amount of net premiums received and interest earned will 
usually exceed the amount of claims payable. Hence the aggre- 
gate reserve on these policies will increase In later years, 
however, as the policyholders become older and the death rate 
increases, the situation will be reversed. Policy claims will then 
be greater than the amount of net premiums and interest received, 
and the aggregate amount of the reserve will decrease This 
decrease continues until finally none of the reserve is left after 
the last claim on these policies has been paid ® 

1 For simplicity, it is the usual practice m computing the reserve to 
assume that a full year's premiums are received in one sum at the beginning 
of each policy year, and that all death claims are paid at the end of the 
policy year m which they are assumed to occur. 

2 An arithmetical calculation of reserves for representative plans of 
insurance is presented in Appendix S, p 357 

^ This early mcrease and subsequent decrease in the reserve is illustrated 
by Table 12 m Chap. XI, p 151 and is also evident from the examples 
in Appendix S, p 357. As also demonstrated in Appendix S, an individual 
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The question is sometimes asked why a company’s total reserve 
has to be increased each year, even though its annual income has 
regularly been more than sufficient to meet its yearly disburse- 
ments. The necessity for this increase is explained in the follow- 
ing paragraphs 

A company’s aggregate reserve is the sum of the reserves on 
many groups of policies — each group consistmg of policies on the 
same plan of insurance, issued to persons of the same age, and 
in force the same number of years It is a fundamental principle 
of the level-premium system that each such group of policies 
should support itself, so that the company does not have to rely 
on a continued influx of new business to meet its claims, but 
would remain solvent even if it should stop issuing new policies 

Table 12 in Chap. XI (page 151) and the examples in Appendix 
S demonstrate that the funds held as reserves on each group 
of policies will be needed m their entirety to pay the claims that 
will arise on that group in later years, when premiums and interest 
alone would be inadequate Hence the reserve on one group of 
policies cannot be used to help pay the claims that arise on 
another. The company must hold the proper reserve on each 
group in order to maintain its financial solvency. 

In the average company’s experience, some of these groups 
have been in force sufficiently long for the advanced age of the 
policyholders to cause the claim payments to exceed the income 
from net premiums and interest Consequently the reserves 
for these groups are decreasing However, other groups have 
been in force a shorter time and their reserves are increasing 
In most compames the volume of insurance in force has been 
steadily growing, and since the bulk of their business is still 
within the period when reserves are increasing, the groups of 
pohcies with increasing reserves more than offset those vuth 

policy’s prorata portion of the total reserve for the group to which it belongs 
continues to increase each year, irrespective of whether the policy is on the 
whole-life, a limited-premium-payment life, or an endowment plan (Dur- 
ing the period when the total amount of reserve for the group of policies is 
decreasing, the number of pohcies remaining in the group is decreasmg even 
more rapidly ) 
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decreasing reserves so that the total amount of the company's 
reserves increases 

Mortality and Interest Basis of Reserves. — The rates of 
mortality and interest used in determining reserves are generally 
chosen at the time premiums aie determined and are not varied 
thereafter, unless marked changes in the experience make it 
appear advisable to strengthen the leserves However, even if 
the reserves on existing policies are increased, the premium 
rates paid by these policyholders remain the same 

Mortality — State insurance laws customarily specify certain 
mortality tables according to which the minimum amount of 
reserve to be maintained by a company is determined Usually, 
it is permissible to compute reserves on %ther mortality tables if 
their use results in reserves that are gretter in the aggregate 
than would result from using the legally specified tables The 
Standard Industrial Mortality Table (prepared in 1906) was 
long required or accepted as a legal basis for reserves on standard 
Industrial policies 

Recently, however, the 1941 Standard Industrial Mortality 
Table has come to be required for newly issued policies in a 
number of states This table is prescribed in New York State for 
computing leserves on standard Industrial policies issued after 
January 1, 1942 The three large Ordinary-Industrial companies 
are using the older (1906) table for policies issued before 1942 
and the 1941 table for policies issued since the beginning of 1942 
The particular mortality table used does not have as important 
an effect on the aggregate amount of the reserve as is frequently 
supposed When reserves computed on one mortality table aie 
recomputed on a table with lower death rates they may be larger 
in some instances and smaller in others ’■ 

A comparison of the reserves according to the Standard Indus- 
trial (1906) and the 1941 Standard Industrial Mortality Tables 
1 The reserve net premiums will be smaller when calculated on the basis 
of lower death rates. This will tend to make the reserve accumulation 
smaller. However, the amount deducted for death payments will also be 
smaller, because of the lower death rates The extent to which these two 
factors tend to counteract each other detei mines the degree to which the 
reserves will be smaller or larger 
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illustrates the effect on Industrial reserves of a change from an 
old to a modern table. The extent to which the death rates of 
the two tables differ is indicated in Table 15. 

Table 15 — Comparison op Death Rates of Standard Industrial 
(1906) AND 1941 Standard Industrial Mortality Tables 


Death rates per 1,000 at ages 



10 

20 

30 

40 

50 

60 

70 

80 

90 

Standard Industrial 
(1906) 

3 44 

6 91 

11 60 

14 65 

21 64 

39 22* 

82 47 

183 80 

395 19 

1941 Standard In- 
dustrial 

2 60 

3 93 

5 39 

1 

1 

8 71 

17 55 

36 08 

74.56 

153 65 

316 83 


The effect of such substantial differences in death rates on the 
reserves for the principal plans of insurance and at representative 
ages IS shown in Table 16. 

Table 16 — Comparison of Reserves on Standakd Industrial (1906) 
and 1941 Standard Industrial Mortality Tables 
Interest at 3 Per Cent 


Level-net-premium reserves for $100 of insurance 


Age of 
insured 
at issue 

Duration 

of 

Life-paid-up- 
at-age-65 plan 

20-year-payment 
life plan 

20-year 

endowment plan 

pay- 

ments 

Standard 

Indus- 

trial 

1941 

Standard 

Indus- 

trial 

Standard 

Indus- 

trial 

1941 

Standard 

Indus- 

trial 

Standard 

Indus- 

trial 

1941 

Standard 

Indus- 

trial 

10 

3 years 

$ 3 12 

$ 2 48 

S 5 54 

$ 4 64 

$ 11 45 

$ 11 34 


5 years 

5 40 

4 25 

9 56 

7 98 

19 74 

19 52 


10 years 

10 93 

8 89 

20 07 

17 02 

42 41 

42 19 


20 years 

21 09 

19 49 

44 01 

39 15 

100 00 

100 00 

35 

3 years 

5 26 

5 91 

7 32 1 

7 79 

10 52 ! 

11 28 


5 years 

9 02 

10 03 

12 61 

13 30 

18 19 

19 34 


10 years 

19 25 

20 90 

27 37 

28 18 

39 99 

41 63 


20 years 

43 62 

44 89 

65 70 

64 25 

100 00 

100 00 
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For age ten at issue the reserves are smaller on the basis of the 
newer table, while for age thirty-five the opposite is generally 
true For the aggregate business of a representative company, 
reserves on the 1941 Standard Industrial Table would be larger 
than those on the older table although by only a relatively small 
amount 

Interest — small change in the rate of interest used will have 
a far greater effect on the aggregate amount of a company’s 
reserve than a substantial change in the death rates used A 
reduction in the interest rate will increase the reserves for every 
plan of insurance, every age at issue, and duration of 

premium payment The effect on reserves of a reduction in the 
interest rate of oi 1 per cent is illustrated m Table 17. 


Table 17 — Comparison op Reserves at 3 and 2}4 Per Cent Interest 
1941 Standard Industrial Mortality Table 




Level-net-preinium reserves for $100 of insurance 

Age of 
insured 

Duration 

of 

premium 

Life-paid-up- 
at-age-65 plan 

20-year-payment 
life plan 

20-year 

endowment plan 

at issue 

pay- 

ments 

3 per 

2K P<^r 

3 per 

21^ per 

3 per 

23 ^ per 


! cent 

cent 

cent 

cent 

cent 

cent 



interest 

interest 

interest 

interest 

interest 

interest 

10 

3 years 

$ 2 48 

$ 2 84 

$ 4 64 

$ 5 54 

$ 11 34 

$ 11 87 


5 years 

4 25 

4 84 

7 98 

9 48 

19 52 

20 32 


10 years 

8 89 

10 05 

17 02 

20 03 

42 19 

43 37 


20 years 

19 49 

21 68 

39 15 

45.12 

100 00 

100 00 

35 

3 years 

5 91 

6 43 

7 79 I 

8 60 

11 28 

11 78 


5 years 

10 03 

10 88 i 

13 30 

14 61 

19 34 

20 11 


10 years 

20 90 

22 48 

28 18 

30 69 

41 63 

42 78 


20 years 

44 89 

47 60 

64,25 

68 79 

100 00 

100 00 


For the entire Industrial business of one large company, a 
reduction of per cent in its reserve interest rate would increase 
reserves about 5 per cent. 

The insurance laws of most states permit some latitude in the 
rate of interest assumed in calculating reserves The great 
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majority of states specify a maximum rate of 33^ or 4 per cent; 
a few also specify a minimum interest rate 

For many years each, of the three large Ordinary-Industrial 
companies computed its reserves on a 33^ per cent interest 
assumption. However, because of the decline in recent years 
in the interest rate earned, each of them has adopted a lower rate 
for computing reserves on currently issued policies. The Pru- 
dential uses 23 ^ per cent, the Metropolitan 2%^ per cent, and the 
John Hancock 3 per cent 

Modified-net-premium Reserve Systems. — Under the level- 
net-premium basis of computing reserves, the net premium used 
in accumulating the reserves remains the same each year through- 
out the pohcies^ existence. Since the gross premium paid by the 
policyholder is also a level amount, it follows that the loading 
(the excess of the yearly gross preimum over the reserve net 
annual premium) is the same each year. 

This loading is the amount assumed to be available to meet 
expenses The expenses, however, do not remain the same from 
year to year They are much greater in a policy’s first year than 
in subsequent years because of the cost of issuing the policy, of 
setting up the necessary records, and of paying the agent his 
comnussion for selling the insurance Allowance could, of 
course, be made for the greater initial expenses by making the 
loading larger in the first year and charging the pohcyholder a 
larger gross premium in that year This, however, is impractical 
Accordingly, a level gross premium is charged, and allowande for 
the greater first-year expenses is spread throughout the premium- 
paying period 

Since the gross premium for the first year includes provision for 
only part of the initial expenses, the company, after paying 
expenses and death claims for that year, will not have on hand 
the full amount of the first-year level-net-premium reserve For 
some years after the policies are issued the net amount they have 
contributed to the funds of the company continues to be smaller 
than their full level-net-premium reserve 

Until such time as the funds contributed by a group of pohcies 
has become as large as the reserves which the company maintams 
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for them, the deficiency is made up by a corresponding reduction 
in the amount that the company maintains for emergencies — ^its 
surplus. The amount thus taken from the company’s surplus, 
contributed by older policies, is not a loss to the older pohcies, 
however The newer groups will gradually repay into the surplus 
account the amounts that have been borrowed on their behalf 

A company that has been long established will generally have 
sufficient surplus funds so that this borrowing by the newei 
pohcies does not present any great difficulty However, a 
younger company would not, as a rule, have sufficient surplus 
from which to borrow to permit it to issue a satisfactory volume 
of new business If companies were required to maintain their 
reserves on the levehnet-premium basis, the maintenance of a 
desirable rate of growth among young companie# would be made 
, very difficult 

Consequently, state laws usually permit a modification of the 
level-net-premium basis for reserves in order to make available 
a larger amount for expenses during the policies’ early years At 
the present time, the modifications permitted are not the same 
in all states All are based on the same principle, however, in 
that the reserve net premium to be used in the first year may be 
smaller than the level reserve net premium, the difference being 
m’ade hp by a compensating increase in the reserve net premium 
for subsequent years. For any group of policies, the difference 
between these modified reserves and the level-net-premmm 
reserves is gradually elinunated over a period of years Modi- 
fications of the level-net-premium reserve system, which are 
widely used by many companies m the United States, are finan- 
cially sound. ^ 

However, the larger and older companies — ^mcluding the three 
large Ordinary-Industrial companies — ^use the level-net-premium 
reserve system for both Ordinary and Industrial policies. The 
aggregate amount of reserve of such companies is about 5 per 
cent greater than it would be on the basis of the most commonly 

^ For a more extended explanation of modified reserve systems, see 
J, B Maclean, “Life Insurance,” 5th. ed , Chap VII McGraw-Hill Book 
Company, Inc , New York, 1939 
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used modification (the Illinois Standard) ^ The effect of using 
the modified reserve basis differs according to the relative pro- 
portions of newly issued and older business; it will be somewhat 
greater for a comparatively young company.^ 

Proposed Revision of Reserve Laws. — ^In 1937 the National 
Association of Insurance Com m issioners appointed a committee 
to study the need for a new mortahty table and related topics. 
After lengthy deliberation this committee submitted a report 
on the advisability of amending existing state legislation to 
facihtate the use of more modern mortahty tables for calculating 
reserves. 

The committee’s report stated that a popular misconception 
had arisen to the effect that the adoption of more modem mor- 
tahty tables would substantially reduce the aggregate cost of life 
insurance to the pubhc and explained the fallacy of this behef. 
The committee pomted out that the adoption of more modern 
mortahty tables for reserve and other purposes would permit 
companies to operate on a basis which would eliminate much of 
the existing misunderstandmg and, further, that such a change 
would facihtate the equitable distribution of the cost of insurance 
among various groups of policyholders The committee, there- 
fore, prepared model legislation designed to encourage the general 
adoption of more modern mortahty tables 

Based on the studies of this committee, the commissioners 
recommended that the states enact a new, uniform reserve law.^ 
This proposed law fixes the minimum aggregate amount of a 
company’s reserve This amount is calculated at 334 cent 
interest on the basis of specified tables of mortahty and according 
to a specified valuation method. For standard Industrial life 
insurance, the law specifies the 1941 Standard Industrial Mor- 
tahty Table. The valuation method specified as a basis for 


^ In one large company it has been found that a decrease of K per cent 
in the reserve interest rate would increase its Industral reserve by about 
5 per cent in the aggregate, hence the total amount of its Industrial reserve 
IS about the same as if it were usmg this modified-net-premium basis and 
a 3^ per cent lower interest rate 

2 The text appears m Appendix T, p 365. 
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mimmum reserves is the commissioners reserve valuation methodA 
This method is similar to — fact, for most plans of insurance, 
it is the same as — the modification of the level-net-premium 
reserve system most widely used at the present time. 

Following the submission of its report recommending new 
reserve legislation, the life of the commissioners' committee was 
extended to study the closely allied subject of nonforfeiture 
values The results of this study as well as the progress of the 
proposed legislation on both reserves and nonforfeiture values 
are discussed in Chap, XIII. 

Reserves for Supplementary Benefits. — Consideration has 
been given in this chapter to reserves for the regular life insurance 
benefits Reserves are also maintained for the two supplemen- 
tary benefits included in Industrial life insurance policies — the 
additional benefit for death by accidental means and the benefit 
for loss of eyesight or limbs These reserves are much smaller 
in amount than those for the life insurance benefits At the end 
of 1943, the Industrial reserve of one large company for the 
additional benefits was about of that for the life 

insurance benefits 

The principles on which the reserves for these benefits are 
computed are much the same as those applicable to life insurance 
reserves Generally, state insurance laws have not prescribed a 
specific basis for detei mining these reserves, and the companies 
have based them on their experience, subject to the approval of 
the insurance departments of their home states 

1 For an explanation of this method, see Appendix U, p 369, 
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NONFORFEITURE BENEFITS 

When premiums are calculated, it is assumed that all premiums 
will be paid as they become due under the terms of the policy 
However, in any msured group there will be some members who 
will discontinue premium payments before the time stipulated 
in their policies. Under level-premium insurance, the fund 
accumulated to make possible the payment of the insurance m 
later years also makes it possible to grant a nonforfeiture benefit 
to those who discontinue premium payments prematurely. 

Determination of Nonforfeiture Values. — For a short time 
after policies are issued, all premiums received are needed to pay 
for initial expenses and for the cost of insurance protection. 
Hence, only after this period can a nonforfeiture benefit be 
granted when premium payments are discontinued 

Tables stating the amount of the nonforfeiture benefits 
available during the first 20 years are generally included m each 
pohcy. The policy also states how the amount of such benefits 
in later years shall be determined Accordingly, the size of the 
nonforfeiture benefits must be determined before the pohcy is 
issued. 

To do so, a company must first estimate the amount that 
will be available for this purpose each year after issue of the 
policy This amount, known as the nonforfeiture value, is also 
the cash surrender value when the nonforfeiture benefit is payable 
in cash ^ When the benefit is granted in the form of insurance, 
the insurance is that which the nonforfeiture value will provide 

1 If the policy has received dividends in the form of paid-up additional 
insurance, the reserve on such insurance is added to the nonforfeiture value 
If there is any indebtedness against the policy, such as a lien for unpaid 
premiums at some previous remstatement, it is deducted from the non- 
forfeiture value 


169 
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at net premium rates, on the mortality and interest basis specified 
in the policy. 

In determining nonforfeiture values, several factors must be 
considered so as to deal fairly both with policyholders who 
discontinue premium payments and with those who keep their 
insurance in force. Some of these factors cannot be measured 
precisely and must depend on individual judgment. There is, 
however, general agreement on the basic principle that non- 
forfeiture values should not be so great that the withdrawals of 
policyholders increase the cost of insurance to those who con- 
tinue Subject to this restriction, nonforfeiture values should be 
as large as possible 

In a mutual company the amount available for distribution as 
dividends to continuing policyholders is increased or decreased 
by any difference between the amount paid in nonforfeiture values 
during the year and the amount actually available for such 
values.^ The amount of the nonforfeiture values paid by a 
mutual company therefore does not affect the aggregate cost of 
insurance to all policyholders. However, it does affect some- 
what the comparative cost to policyholders who withdraw and to 
those who continue 

When it determines its nonforfeiture values, a company must 
do more than estimate the fund that will be accumulated in 
successive years after issue of the policy It must also consider 
what proportion of that fund the withdrawing members of each 
class are fairly entitled to receive. There are three factors which 
indicate that it would be unfair to continuing policyholders if 
those who withdrew received a full prorata portion of the total 
fund. 

One of these is that the termination of preimum payments on a 
policy gives rise to additional expenses, such as the cost of chang- 
ing company records and, when a cash surrender value is paid, 

^ One large Ordinary-Industrial company pays a surrender dividend 
in addition to the guaranteed nonforfeiture value when the amount found 
to be available for a nonforfeiture value sufficiently exceeds the value that 
was guaranteed m the policy (see p. 186). 
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the cost of issuing a check. Although individually small, these 
expenses are important m connection with Industrial policies, 
particularly those which terminate within a few years after issue 
when the total fund is also small. 

A second factor is that the demands for cash surrender values 
are usually heaviest durmg a period of economic depression 
Usually, at such times, market prices of investments are abnor- 
mally low, and hence new mvestments will provide a better- 
than-normal interest rate In order to meet heavy demands for 
cash, the company must either sell old investments or use part 
of its income from continuing policyholders If the company 
disposes of old investments, it receives a low price. If it uses 
part of its income from continuing pohcyholders, it cannot invest 
these amounts at the more favorable interest rates. This will 
deprive continuing pohcyholders of the opportumty to receive 
a higher interest rate on their funds, and their future dividends 
will therefore be lower than if withdrawals had not taken place. 
In fairness, the continuing policyholders should not thus be 
penalized by those who withdiaw. 

The third factor is that such withdrawals may eventually 
raise the mortahty of the group remaining insured. A family 
that owns insurance on several of its members — as Industrial 
famihes commonly do — will naturally surrender the pohcies on 
members m good health rather than on those, who are ill. This 
withdrawal of healthy lives results in a higher cost of insurance 
to the continumg policyholders because of the higher mortahty 
cost. Hence, it also warrants granting to withdrawing policy- 
holders somewhat less than a prorata portion of the fund on hand 
for their class 

Legal Requirements for Nonforfeiture Values. — The amount of 
nonfoifeiture values is not left entirely to the discretion of the 
compames. State insurance laws commonly specify mimmum 
values which must be granted 

In setting these mmimums the fact is taken into account that, 
for a short time after pohcies are issued, no funds will be accumu- 
lated to their credit because of the higher initial expenses 
Further, it may be many years before the pohcies have con- 
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tnbuted the full amount of their level-net-premium reserve. In 
setting mmimums, state authorities also have recognized that 
withdrawing policyholders should not receive a prorata portion 
of the reserve because of the factors mentioned in the preceding 
section. 

State laws do not require any nonforfeiture benefit to be 
granted until premiums have been paid 3 years and generally 
define the minimum amount of nonforfeiture value m succeeding 
years as the reserve on the policy less a deduction (misnamed a 
surrender charge”) of 23 ^ per cent of the amount of insurance 
provided by the policy ^ 

In a few instances — ^usually when premiums have been paid 
only 3 or 4 years — the minimum benefits required by existing 
laws may exceed the amounts that can be gi anted equitably On 
the other hand, many companies have found it feasible to grant 
nonforfeiture values on some policies at durations of premium 
payment of less than 3 years Moreover, the amounts granted 
by most companies at the longer durations of premium payment 
are larger than the minimum nonforfeiture values required 
It IS unrealistic to define the nonforfeiture value in terms of 
the reserve, without taking into consideration the basis on which 
the reserve is computed The minimum nonforfeiture values 
now required are smaller if a company uses a modified-net-pre- 
mium reserve system than when the level-net-premium reserve 
basis IS used If other factors are equal, the amount of funds 
actually available for nonforfeiture benefits on a group of policies 
does not depend on the particular system used in determining 
the reserve liability of a company. 

Proposed Revision of Nonforfeiture Laws. — With a view to 
improving existing laws, the National Association of Insurance 
Commissioners passed a resolution at its December 1942 meeting, 
^ This manner of definmg mmimum surrender values has been largely 
responsible for a popular misconception that the reserve is a definite fund 
accumulated on each pohcy, and that the payment of any surrender value 
that is less than the reserve involves a penalty to the withdrawing pohcy- 
holder This is not the intent of the law nor the reason why surrender 
values must be less than the reserve for a number of years after pohcies are 
issued (See Chap XII, p 165 ) 
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recommending the adoption by the various state legislatures of a 
new uniform nonforfeiture law. This law, which is reproduced 
in Appendix V (page 372), had been prepared by a committee 
of the association after a lengthy and comprehensive study of 
this subject and of the allied topic of policy reserves ^ 

The proposed law would establish certain minimum non- 
forfeiture values for both Ordmary and Industrial policies. No 
company might grant values smaller than those determmed 
on the basis of specified mortality tables (the 1941 Standard 
Industrial Mortahty Table for standard Industrial policies), a 
specified interest rate (SJ^ per cent), and a specified method of 
computation (the adjmted preimum method). 

The adjusted premium method is, in principle, very similar to 
the modified-net-premium reserve systems explained in the 
preceding chapter This method makes specific allowance for 
the fact that a company's expenses are greater at first than in 
later years, and it bases nonforfeiture values on the amount of 
funds that may be assumed to remain after initial expenses have 
been discharged Hence, it realistically recogmzes the manner 
in which funds are accumulated on each class of pohcies. The 
required minimum values under the proposed law are also suffi- 
ciently conservative to permit the nonforfeiture values granted to 
be somewhat smaller than the prorata portion of the funds accu- 
mulated on a class of policies, so that such nonforfeiture values 
may be fair to both withdrawing and continumg pohcyholders 
Existing laws require nonforfeiture benefits after premiums 
have been paid 3 years, regardless of the plan of insurance and 
the age of the policyholder. The proposed law is more realistic 
in that it requires such benefits for a particular plan of insurance 
and at a particular age of the policyholder at the time when a 
value becomes available according to the prescribed formula 
In many cases, this will require nonforfeiture benefits to be made 
available before prenuums have been paid 3 years; in a few 
instances, they will not be required so early as this 

The proposed law recognizes that the nonforfeiture values 
available m the early years after issue of the policy will frequently 
iSeep 167 
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be so small as to involve a disproportionate expense if paid in 
cash. Hence, it requires the nonforfeiture value to be made 
available in the form of cash only after premiums have been 
paid 3 years in the case of Ordinary policies, p.nd 5 years m the 
case of Industrial policies. Except for thus recognizing the much 
smaller size of Industrial as compared with Ordinary policies and 
for the use of different mortality tables, the requirements for 
nonforfeiture benefits are exactly the same for Industrial as for 
Ordinary policies. 

The proposed law specifically provides for the situation that 
would arise if a company should find it advisable at some future 
date to change the basis of reserves held on policies issued subject 
to the provisions of such law. Normally, the reserve basis chosen 
before the policies are issued is continued for many years. When, 
however, interest earnings decline to such an extent that the 
original reserve basis is no longer a good measure of the company's 
liability under its policies, it becomes advisable to increase these 
reserves by computing them at a lower interest rate This 
increase must come out of the company's surplus funds 

It IS highly improbable that each group of policies will have 
contributed to these surplus funds an amount as large as that by 
which its reserve is increased If nonforfeiture values were to 
be based on the increased reserve as recalculated, withdrawing 
policyholders might receive more than they had contributed 
to the funds of the company, thereby penalizing continuing 
policyholders 

In recognition of this fact, the proposed law provides that a 
company may compute its policy reserves at a lower interest 
rate than used in determining its nonforfeiture values; but in 
order for a mutual company to do so, it must receive the approval 
of the insurance commissioner The law stipulates further that, 
if this difference in interest rate is more than of 1 per cent, a 
mutual company must provide such equitable increases (if 
any) in its nonforfeiture values as the commissioner shall 
approve 

In this way, the proposed law avoids the anomalous situation 
that might arise if a company through strengthening its reserves 
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were to be compelled to pay nonforfeiture values larger than 
justified by the amount of funds actually contnbuted by the 
respective pohcies At the same time it assures that mutual 
compames will grant nonforfeituie values that bear a close 
relationship to the funds accumulated on these policies. 

On pohcies issued after the new law becomes effective, the com- 
pames must provide nonforfeiture values as great as the specified 
minimum amounts, irrespective of the mortality and interest 
basis on which the reserves are computed, and irrespective of 
the use of level-net-premium or modified-net-premium reserve 
systems. Companies, may, of course, grant larger nonforfeiture 
values than these minimum amounts, and under certam condi- 
tions, as noted previously, they may be required to do so 

The proposed new legislation with respect to both reserves and 
nonforfeiture values has had a very favorable reception. By 
March, 1944, 16 states had enacted legislation based on the 
proposed model law. In 11 or 12 additional states, no new 
legislation appears necessary to permit compames to adopt the 
practices recommended by the commissioners' committee. In 
view of the unusual conditions arising from the war, and m order 
to pernoit all state legislatures to amend their laws uniformly, 
the commissioners recommended that companies should not be 
required to change to the new basis before Jan 1, 1948, but should 
be permitted to do so after July 1, 1943 

The proposed nonforfeiture laws, of course, do not in any way 
affect nonforfeiture benefits in outstanding pohcies but apply 
only to pohcies issued after the new laws become effective. 

Current Nonforfeiture Values. — The nonforfeiture values con- 
tained in Industrial policies currently issued by the three large 
Ordinary-Industrial companies were determined by them in 
1941 Hence, they conform to the laws in effect at that time 
In most if not all mstances, these values exceed the mimmum 
amounts permissible under these laws 

The formulas used by the three large Ordinary-Industiial 
companies in determining nonforfeiture values differ somewhat 
but follow the same general piinciples The basis adopted by 
one of these companies will serve for illustrative purposes 
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The basis of this company's nonforfeiture values was deter- 
mined after a detailed study of the expected amount of funds it 
would accumulate m the future on these policies. The formula 
used IS the same for both its Industrial and Ordinary policies ^ 

The study indicated that at the end of the second policy year 
the accumulated amount available as a nonforfeiture value on any 
policy IS less than the level-net-premium reserve by an amount 
which can generally be expressed as 75 cents per $100 of insur- 
ance plus two-fifths of the reserve net annual premium In 
most cases the difference between the nonforfeiture value and the 
reserve is less — and in none is it greater — than $2 50 per $100 of 
insurance From the third to the fourteenth years, the values 
progressively approach the amount of the level-net-premium 
reserve, and at the end of 15 years they becw-O equal to the 
full reserve. 

The amounts of the nonforfeiture benefits in the form of 
paid-up insurance are those that the nonforfeiture values thus 
determined would provide on the basis of the mortality tables 
and the interest rate on which the reserves are based. The 
mortality tables used were the American Men Ultimate for 
standard Ordinary policies and the 1941 Standard Industrial 
for standard Industrial policies The interest rate used for both 
branches was 2 % per cent 

For durations of premium payment of at least 6 months but 
less than 2 years, when the nonforfeiture benefit is granted only 
in the form of paid-up term insurance, the periods of such insur- 
ance are certain fractional parts of those granted at the end of 2 
years 

It has been found that in every instance these Industrial 
values are at least as large as the minimum values required by 
the proposed nonforfeiture laws. These values, which are 

1 For a more detailed explanation of the calculation of the nonforfeiture 
values of this company, see H R Bassford, Premium Rates, Reserves, and 
Nonforfeiture Values for Participating Pohcies, Transactions of the Actuarial 
Society of America, Vol XLIII, p. 328 For the basis used by another of 
the three companies, see Valentine Howell's article in the Transactions of 
the Actuarial Society of America^ Vol XLIV, p. 113 
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illustrated in Tables 18 and 19, are the same, per $100 of insur- 
ance, for both weekly- and monthly-premium Industrial pohcies. 

This chapter has dealt with only the actuarial phases of non- 
foifeiture benefits The development and the social importance 
of the nonforfeiture provisions in Industrial hfe insurance 
policies, together with the hberalizations that have taken place 
in these benefits over the years, are discussed in Chap XV . 



CHAPTER XIV 


DIVIDENDS 

A life insurance company must be prepared to withstand a 
variety of adverse events Major epidemics, similar to the 
mfluenza pandemic of 1918-1919, may result in death claims 
far greater than those normally experienced Wars, too, may 
produce very heavy mortality claims, both directly and indirectly. 
Fmancial depressions may brmg about a sharp reduction in 
the value of investments. Despite severe reductions in the 
rate of interest companies can earn on invested funds, they must 
be able to meet all their obligations. 

A company can meet such contingencies in part from the safety 
margins contained in the premiums being received, but it cannot 
increase the premium rates on policies already in force To be 
able to withstand sudden severe emergencies it must accumulate 
a fund for that purpose, ze , it must accumulate assets that are 
worth more than the total amount of its reserve and other 
liabilities so that it will have a surplus. 

Amount of Surplus Needed. — The amount of surplus a com- 
pany should maintain depends on a number of factors If its 
policy reserves are computed according to very conservative 
interest assumptions and on the level-net-premium basis, it will 
need less surplus than if only minimum reserves are maintained 
If a company's premiums contain substantial safety margms, 
it need not hold so large a surplus as if the margms were smaller 
A large company does not require as great a surplus in proportion 
to its reserves as does a smaller one; its very size affords an 
opportunity for wider diversification of both its assets and its 
liabilities to protect it more adequately against severe losses 
The amount of surplus needed by a company also depends on 
the composition of its assets, because some kinds of investments 
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are less subject to fluctuations in earnings and value than are 
others Thus, the proper amount of surplus funds will vary with 
individual company circumstances and also, from time to time, 
with the trend of the company's experience. 

While each company should have sufiicient surplus to enable it 
to withstand any losses that might reasonably be anticipated, it is 
undesirable for a mutual company to retain unnecessarily large 
surplus funds Recognizing this, the laws of a number of states 
limit the total amount of surplus funds a mutual company may 
letain, this limit is generally 10 per cent of the amount of its 
reserves and other policy liabihties. However, small compames 
are permitted by law to retain relatively greater surplus funds, 
and the insurance commissioner may permit any company to 
hold a larger surplus temporarily. Within these maximum legal 
limits, the precise amount of surplus which a company should 
hold is left to its own discretion. 

The contingencies for which a surplus is maintained are 
essentially unpredictable In the past, the major demands made 
on surplus have occurred at long and irregular intervals From 
the very natuie of insurance, it is desirable that such demands 
be provided for from contributions of the entire membership of 
the company over a period of years and not be charged only to 
those holding policies at the time of emergency. To accomplish 
this, each policyholder should contribute some amount annually 
to the company’s surplus, as part of the regular yearly cost of 
his insurance 

The funds remaining in any year from a company’s premium 
income and investment earnings, after all insurance payments, 
expenses, and increases in policy reserves and in other habihties 
have been provided for, constitute its surplus earnmgs for that 
year When this amount has been determined, a mutual com- 
pany must then decide what portion, if any, it should retam in its 
surplus, and distribute the balance, called the divisible surplus^ to 
the pohcyholdeis m the form of dividends. 

Annual Dividends. — State laws require that the divisible sur- 
plus of mutual life insurance compames be distributed equitably 
among policyholders entitled thereto, and a number of states 
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require that the apportionment be made annually To assure a 
fair distribution of dividends among the policyholders of a 
company, the policies are divided into classes, and the amount 
of divisible surplus paid to each class is based on the amount that 
class has contributed to the company's divisible surplus. Basi- 
cally, a dividend class consists of policies on the same plan of 
insurance, which were issued at the same age and at the same 
premium rate and have been m force the same number of years 

In Industrial life insurance, it is common practice to group 
together a number of these basic classes This grouping — the 
nature of which will be discussed later ^ — ^is done in order to 
reduce the expense of computing and paying dividends. For 
each dividend group, the amount of annual dividend payable 
depends on three prmcipal elements mortality, interest, and 
expense Each group is credited with its premium payments 
and with its proper share of the company's investment earnings 
From this sum is deducted the amount needed for claims, 
expenses, and increases m the amount of policy reserves and 
other liabilities, as well as any necessary additions to surplus 

The rates of mortality, interest, and expense used m the 
dividend calculation do not necessarily reflect the piecise experi- 
ence of the paiticulai year on the particular group of policies 
If that were done, dividends w^ould vary unnecessarily among 
groups because of meaningless differences from general experi- 
ence, For the same reason, the dividends payable in successive 
years on a particular group would also vary to an unnecessary 
degree Such a situation would lead to much naisunderstanding 
on the part of policyholders. Hence, the experience used is an 
average of that for all groups of which it is representative Also, 
minor fluctuations in the variotis elements from year to year are 
eliimnated by using the experience of several recent years rather 
than of only the current year. 

The amount that can be returned m annual dividends is mainly 
dependent on the company's actual experience as to mortality, 
interest, and expense. The operation of mutual life insurance 
enables the pohcyholder to obtain protection on a sound basis 

1 See p 184 
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at the actual cost to his company. For instance, if the trend of 
death rates is upward, it naturally increases the cost of insurance 
and reduces the amount available for distribution as dividends 
If the trend of death rates is downward, the cost is reduced and a 
greater sum may be apportioned for dividends. The same is true 
of the expense of running the business and of taxes. Like- 
wise, if the rate of return which a company earns on its invest- 
ments increases, more will be available for dividends, while if it 
decreases, less will be available 

Over the years, the steadily improvmg mortality rate and 
decreasing expense rate have tended to increase the amounts 
available for distribution to pohcyholders as dividends How- 
ever, the rate of interest that it has been possible to earn on 
invested funds has declined substantially since 1930, and this 
has tended to reduce dividends Smce only interest earned in 
excess of that needed to maintam reserves is available for divi- 
dends, even a small reduction in the mterest rate may have a 
substantial effect on dividends In fact, the decline in mvest- 
ment earnings during the past decade has reversed the previous 
trend of increasing dividend scales and has necessitated material 
reductions m the amounts which can thus be returned to 
pohcyholders. 

When and How Dividends Are Paid. — During the early years 
of newly issued pohcies, the premiums charged are no greater 
than those in later years, but expenses are considerably larger 
Therefore, usually, no surplus is available for distribution on a 
group of pohcies until they have been in force several years 
It IS the current practice of the three large Ordinary-Industrial 
compames to begin the payment of dividends on Industrial 
pohcies after they have been in force about 3 years 

In order to keep expenses down, it is important that the method 
of paying annual dividends on Industrial pohcies be simple 
It IS the general practice for a company to use only one method 
of creditmg annual dividends on any group of pohcies If the 
pohcyholder were given an option as to the form in which he 
would receive his Industrial dividends — ^which m^gt be individu- 
ally of small amount because of the small premiums — the 
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extra expense involved would reduce substantially the amount 
available for dividends 

There are two principal methods of paying annual dividends 
on premium-paying Industrial policies Under one method, 
dividends are credited agamst premium payments, and all 
policies in the dividend group receive credit for the same number 
of weeks^ premiums; under the other, they are applied to provide 
amounts of paid-up additional insurance, which are the same 
percentage of the face amount for all policies in the dividend 
group 

The Metropolitan uses the first method to pay its annual 
dividends on weekly-premium Industrial policies It combines 
all premium-paying policies that have been in force the same 
number of years into one dividend group. These dividends are 
paid on a calendar-year basis. Under the dividend scale declared 
at the end of 1943, policies issued in 1940 were credited with 
dividends sufiicient to pay premiums for 4 weeks. The scale of 
dividends increased with duration since issue, so that policies 
issued in 1910 or earlier received dividends equal to piemiums 
for 15 weeks. (In former years, when interest earnings were 
higher, dividends increased to a maximum of 26 weeks' pre- 
miums ) During the past 10 years (1934-1943) the dividends 
credited on weekly-premium Industrial policies have amounted 
to 12 per cent of this company's premium income from such 
policies. 

At the end of each year, the company informs its agency staff of 
the number of weeks' premium credit that has been declared on 
policies of different durations These dividends are then 
credited in every family's Premium Receipt Book by qualified 
agents as soon after the first of the year as practicable. 

The John Hancock also pays annual dividends on Industrial 
life insurance in the form of premium credits, but, because of a 
legal requirement of its home state (Massachusetts), it permits 
the insured to receive his dividends in cash upon request. The 
Prudential credits annual Industrial dividends chiefly in the form 
of paid-up adi^tional insurance. The latter method is also used 
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by the Metropolitan in paying dividends on monthly-premium 
Industrial policies 

For monthly-premium Industrial pohcies the payment of 
dividends in the form of premium credits has been considered 
impractical because of the larger premium umt The amounts 
available for dividends would not usually be exact multiples of a 
monthly premium. Payments involving fractional parts of a 
monthly premium would present accounting and other complica- 
tions for small policies serviced jn the homes and thereby would 
add to admimstrative expense. 

Each of these two methods of paying Industrial dividends has 
certain advantages and disadvantages The application of 
dividends to the payment of premiums is popular with weekly- 
premium pohcyholders and has also proved the most populai 
among Ordmary pohcyholders. This method gives a benefit 
which IS immediately evident and thereby helps to make the 
policyholder aware of the advantage of maintaining his existing 
in^rance Hence, it has been found an important aid in reduc- 
ing lapsation. Since premium-credit dividends (when paid on a 
calendar-year basis) may be credited on all eligible policies in the 
family at one time, the procedure is economical. 

On the other hand, it may be said m favor of the paid-up 
additions method that these dividends are even less expensive to 
admimster, and that over the years they may add considerably 
to the insurance of famihes that are frequently madequately 
protected. Moreover, when dividends on Industrial hfe insur- 
ance are paid m the form of paid-up additional insurance, it is 
feasible to use a greater number of dividend groups than when 
the premium-credit system is followed It is the present practice 
to differentiate the amount of paid-up dividend additions on 
Industrial policies according to plan of insurance as well as 
duration of premium payment ^ This further refinement does 
not unduly increase expense, since the record of such dividends 
need be mamtamed only by groups of policies, and the dividends 

1 The Prudential also differentiates these dividends according to the age 
of the policyholders, using in 1944 three broad age groups. 
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for any particular policy need be computed only when a final 
settlement of the policy is made 

Termination Dividends. — In addition to its annual dividends, 
the Metropolitan also returns a share of the suiplus on certain 
Industrial (as well as Ordinary) policies when they become 
payable as death claims or matured endowments or are sur- 
rendered for their cash value. The amounts so paid are known 
as mortuary, maturity, and surrender dividends, respectively ^ 
According to the scale adopted at the end of 1943 on its weekly- 
premium Industrial policies, mortuary and maturity dividends 
are first payable after premiums have been paid (and the policy 
has been in force) for about 9 years, for surrender dividends this 
period, in general, is 15 years Over the past 10 years (1934- 
1943), this company has paid on its weekly-premium Industrial 
policies about one-fifth as much in mortuary and maturity divi- 
dends as in annual dividends 

Additional Benefits. — In addition to the forms of dividends 
described above, each of the thiee large Ordinary-Industnal 
companies has at times provided new benefits or additional 
amounts of insurance on Industiial policies issued previously. 
Thus, for instance, when the loss-of-eyesight-or-limbs benefit 
and the additional benefit for death by accidental means were 
introduced for new policies, they weie granted also to existing 
Industrial policies of each of the three companies without 
increasing the premium charged 

The two companies which do not credit their annual dividends 
in the form of paid-up additional insurance have, at various times 
in the past, increased the amount of insurance provided by their 
weekly-premium policies beyond that originally promised 
These increases in benefits were made in order to equalize the 
insurance benefits on policies issued m preceding years with those 
issued at later, more favorable premium rates 

1 The practice of paying surrender dividends on Industrial policies was 
begun at the end of 1943 
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The Effectiveness of Industrial Life Insurance 



Part VI is devoted to a consideraUon of the effectiveness of Indus- 
trial life insurance. In Chapter XV , consideration is given to the 
needs served by Industrial life insurance^ m illustrated by the pay- 
ments made to policyholders and their beneficiaries. Chapter XVI 
explains how Industrial life insurance is fitted to the needs and 
circumstances of families of modest means Chapter XVII 
discusses the persistency of premium payments on Industrial life 
insurance 



CHAPTER XV 


THE NEEDS FULFILLED BY INDUSTRIAL LIFE 
INSURANCE 

Industrial life insurance serves many important needs. Its 
primary function is, of course, to provide funds to meet expenses 
incident to the last illness and death of every member of the 
family and, at the death of a wage earner or housewife, to make 
available additional sums to help carry the family over the 
readjustment period. Industnal policies on endowment plans, 
besides providing funds at death, also make possible long- 
range savings programs The loss-of-eyesight-or-hmbs benefit 
has given valuable financial aid to Industrial policyholders who 
have become thus disabled Even if an Industnal pohcy is not 
continued until it fulfills one of these principal functions, it often 
serves a highly useful purpose through its surrender for cash at a 
time when the family is faced with a financial emergency. 

Substantial sums are paid to Industnal policyholders each year 
During the past 5 years (1939-1943), the three large companies 
together have paid on the average more than $375,000,000 a year. 
This sum excludes amounts paid or credited m annual dividends 
or refunded for direct payment of premiums 

Funds Provided at Death, — The need for life insurance pay- 
ments when death occurs is particularly great among lower- 
income families, since they generally have no other ready funds 
on which to draw A survey in 1941 by one large company, 
covering 1,000 families in which Industrial death claims had 
recently been paid, revealed that three-fourths of the families 
had no savings whatever outside of their life insurance. Even 
in those families that had some savings, in most cases the amounts 
would have been entirely inadequate even to meet burial 
costs. 
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The fact that the three large companies pay annually more than 
$140,000,000 m Industrial death claims indicates how extensively 
the lower-income groups have made provision for their families 
through this means Hundreds of thousands of families are 
benefiting each^year through these payments. They are able to 
carry on with self-respect and with some degree of economic 
security, and in many cases have been kept off public relief rolls 

Because of the differing needs for insurance, the amount of the 
average death payment varies according to which member of 
the family has died It ranges from the small amount paid on 
a single policy on a child to more substantial payments on insur- 
ance that the head of the family has accumulated under several 
policies purchased over the years. 

The adequacy of claim payments made to these families of 
modest means at the death of the family head was also studied 
in the survey previously cited The casesr studied were ones m 
which the bread-winner, insured under at least one Industrial 
policy of the company making the study, had died between the 
ages of twenty-one and sixty-five years, leaving a widow and one 
or more children It was found that the average amount 
received from life insurance of all types was $1 ,026, of which more 
than half was fiom Industrial policies 

The survey fill ther revealed that for the majority of families the 
remainder of the claim payment, after burial costs had been met, 
was equivalent to the former earnings of the family head for a 
period of more than 6 months In addition, many of the families 
in which there were young dependent children became eligible, 
under the Federal Social Security Act, to receive a monthly 
income until these children would be of working age. 

The immediate value derived from the purchase of life insurance 
is emphasizM by the number of death claims paid on pohcies 
m force for only a short time Of the Industrial death claims 
paid by one large company during the past 10 years (1934-’1943), 
a very substantial number were paid shortly after the insurance 
first became effective More than 130,000 policies had been in 
force less than 1 year when death occurred. Of these, 43,000 
had been in force less than 3 months. In fact, on 6,200 of 
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these pohcies only the first premiums had been paid, and the 
pohcy had not yet been formally issued at the time of death 

Companies have long prided themselves on the promptness 
with which they pay claims, whether under Industrial, Ordinary, 
or Group pohcies A necessary prehminary to such payments 
IS a formal proof that death has occurred, which the family must 
submit For this purpose the companies provide special printed 
forms This blank is brief and simple, but many Industrial 
famihes have difficulty in completing any questionnaire or form 
without assistance. Members of the agency staff, therefore, 
help them in the prompt and correct completion of claim papers 

In order to speed payments, some compames have the agent 
send an advance notice of the death claim to the home office, 
even before he can get the formal notice completed The home 
office then assembles its information regarding the policies of the 
deceased and is ready to make immediate payment when formal 
proof of death is received. To avoid loss of the time consumed 
in the mails, managers of district offices have authority to pay 
most claims up to $500 before notifying the home office and to 
advance up to that amount on larger Industrial death claims. 

The payment of death claims to the proper persons is also 
expedited by the facility-of-payment clause in Industrial policies. 
This clause permits ptompt settlement under policies issued some 
years ago on which no beneficiary was named as well as under 
more recently issued pohcies on which the estate was designated 
as beneficiary, or the named beneficiary has died, or is a minor, 
or is incompetent Through the operation of this clause the 
expense and delay of nammg an executor or administrator, or a 
guardian if the beneficiary is a imnor, is avoided, and the policy- 
holder IS assured that a properly substantiated claim will be 
paid promptly. 

The procedures followed in settling death claims and in other 
policy payments have been examined and favorably commented 
on, from time to time, by state insurance departments For 
instance, the insurance department representatives of the six 
states which participated in a recent examination of one large 
company concluded 
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From the examination, it appeared that the procedure followed by 
the company facilitates m every manner the prompt and equitable 
settlement of all just policy obligations. At the same time, proper 
safeguards are provided against claims not supported by the terms of 
policy contracts Such safeguards are applied with due regard to the 
merits of the individual cases. 

Payments for Loss of Eyesight or Limbs. — ^When a person 
becomes bhnd or suffers the loss of arms or legs, his family is 
usually in great need of financial assistance to pay for necessary 
medical or surgical treatment and to meet other expenses. As 
early as 1916 the companies enlarged the usefulness of Industrial 
hfe insurance to meet these needs They added a benefit to the 
policy, which provided for a cash payment and the waiver of 
future premiums in case of such disability 
In case of complete loss of eyesight or loss of one or more limbs, 
policies of the Prudential have provided for a cash payment and 
the waiver of all future premiums on the pohcy In case of loss of 
eyesight or loss of two limbs, the cash payment is equal to the 
amount of insurance, and in case of loss of one limb, it is equal 
to one-half the amount of insurance 
Policies of the Metropolitan and John Hancock issued prior to 
1942 provided no benefit for loss of only one limb. For loss of 
eyesight, or loss of two hmbs, all future premiums were waived 
and one-half the amount of insurance was paid m cash Since 
Jan 1, 1942, Industrial policies issued by both of these companies 
have contained the same loss-of-eyesight-or-limbs benefit as that 
described above for the Prudential 
Relatively few persons, of course, become blind or suffer loss of 
hmbs. The cost of this special protection, therefore, is small m 
comparison with the cost of the life insurance No separate 
premium is charged for the benefit, its cost being included in the 
regular premium for the policy. 

To the thousands of Industrial policyholders who are unfortu- 
nate enough to suffer such loss each year, the benefit affords 
substantial financial assistance. During 1939-1943, the three 
companies paid about $3,000,000 a year on such disability claims. 
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Usefulness of Endowment Policies. — There can be no question 
of the need for savings among the wage-earning classes Yet, 
despite good intentions, many families normally cannot discipline 
themselves to maintam any savings program The lack of 
outside savings among Industrial families has been cited earlier 
in this chapter Such lack is corroborated by a survey of more 
than 2,000 low-income Boston families made in 1939 by the 
Insurance Section of the Securities and Exchange Commission ^ 
It was found that seven out of ten families made no use of savings 
banks or other savings institutions. When these famihes were 
subdivided into three groups according to income, it was found 
that in the lowest income group six out of seven had no savmgs 
outside of their hfe msurance ^ 

For many years, life insurance has served the useful function 
of providing a definite savings program in combmation with life 
insurance protection Many persons who have purchased hfe 
insurance m policies of thousands of dollars have preferred to 
make some, if not all, of their savings through the medium of 
Ordinary pohcies on endowment plans. Those whose financial 
status required them to purchase their insurance m hundreds 
rather than in thousands of dollars have found Industrial endow- 
ment policies to be an effective means of saving, because of the 
small individual premiums and the collection facilities offered 
During 1939-1943, the three large companies paid an average 
of more than $86,000,000 a year at the maturity of Industrial 
endowments 

The monetary benefits that policyholders have received in 
return for their payments on weekly-premium endowments are 
indicated through a study made by one of these compames and 
recorded in 1939 in the hearings before the Temporary National 

1 “Famihes and Their Life Insurance,'^ Government Printmg OflSice, 
Washington, D C , 1940. 

2 Smce the entrance of the United States mto the Second World War, 
many wage-earning famihes have regularly purchased war bonds, mainly by 
pay-roll allotment In normal times after the war, the special circum- 
stances mfluencing these purchases will have disappeared, and it remains to 
be seen whether the savings habits of these famihes will have been affected 
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Economic Committee.^ This company traced the financial 
history, from issue to termination, of all its weekly-premium 
20-year endowment policies issued during the 10-year period 
1909-1918 All these policies had terminated by the time the 
study was made The amount of premiums received over the 
lifetime of these policies was compared with the amounts paid 
back to the policyholdeis 

The total premiums received on the policies, after deducting 
the sums returned to policyholders as dividends or as refund for 
direct payment of premiums, amounted to $137,100,000 The 
company paid out $10,600,000 as death and disability claims, 
$53,800,000 as cash surrender values, and $71,300,000 on policies 
that matured In addition, $2,800,000 was spent for health 
work for these policyholders, mostly for visitmg-nurse service 
The total amount returned to policyholders in the form of cash 
or health-service benefits was $138,500,000|i%ompar’ed with their 
net payments of $137,100,000 

Thus, on this group of policies — ^including those lapsed shortly 
after issue, those paid as death claims, those surrendered for their 
cash value, and those that matured — the total amount received 
in benefits exceeded the net amount paid in premiums 

The weekly premiums on most of these endowments were 
received by agents at the policyholders^ homes. Yet the entire 
expense associated with this and other services — as well as the 
payment of $4,000,000 in taxes on this business — was met out of 
the interest earned on the funds accumulated on these policies 
Moreover, this was mterest which generally would not otherwise 
have been earned, smce, without these policies and the services 
which made their continuation possible, most of the policyholders 
would not have accumulated these funds 

The greatest return relative to preimums paid was received 
when the msured died soon after the policy had been issued, 
before many premiums had been paid. Of those who did not 
die during the endowment term, policyholders who continued 

^ ^‘Hearings before the TNE.C., Congress of the United States,” Part 
12, p 5973, Government Printing Office, Washington, D C , 1940. 
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their policies to maturity received greater benefits relative to 
piemiums paid than those who terminated during this period 
In the case of the policies continued to maturity, it was found 
that on the average, for each dollar paid in premiums, policy- 
holders who paid their premiums at the home received $1 12 at 
maturity Those who took full advantage of the 10 per cent 
refund for direct payment of premiums received $l 26 Thus, 
even after providmg insurance protection throughout the 20-year 
period, these policies returned at maturity substantially more 
than the entire amount paid in preimums. 

During the late 1930^s, the sale of Industrial endowment 
policies, especially on the lives of children, became the subject 
of criticism in New York State. Critics questioned whether 
families knew they could obtain the same amount of insurance 
on the whole-hfe plan at a lower premium. 

To investigate the merits of this criticism, the New York State 
Superintendent of Insurance, in 1938, had his examiners visit a 
number of families that had recently taken out children's Indus- 
trial endowment policies. The examiners inquired whether the 
families really wanted an endowment pohcy, m view of the 
fact that the same amount of insurance on the whole-life plan 
would require a smaller premium. The examiners reported that 
practically all these families ^^said they preferred an endowment 
policy on a child even though it was pointed out to them that a 
whole-life policy would have been cheaper. This would indicate 
that there is a demand for endowment pohcies on children ” 
Before the results of this study became available, however, the 
New York State Insurance law was amended, in effect prohibiting 
companies transacting busmess in that state from selling Indus- 
trial endowments, either weekly- or monthly-premium At the 
end of 1939, the prohibition was lifted except for pohcies sold to 
New York residents 

Critics had also claimed that if Industrial endowments were not 
sold, the premium money being devoted to purchase such policies 
on children would be used to buy more insurance on the head of 
the family. If this were correct, the prohibition against the sale 
of endowments should not have affected the total amount 
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applied to the purchase of new insurance by wage-earning 
families This was not the case, however 

Compames which did not operate in New York and were not 
affected by this prohibition issued 5 per cent more Industrial 
business in 1939 than in 1938 In contrast to this, an analysis 
for one of the three large companies disclosed that the amount of 
weekly- and monthly-debit premiums on policies it issued m 1939 
was 21 per cent less than in 1938 This decreased issue occurred 
despite the more favorable economic conditions prevailing m 
1939 It is apparent that a very substantial part of the money 
that otherwise would have been used to purchase endowments 
was not applied to purchasmg life insurance of any kind 

At the end of 1939, the three large companies were again free 
to seU Industrial endowment policies everywhere except in New 
York State However, because of lower Merest earnings, none 
of them resumed the sale of weekly-premium endowments 
(except those maturing at advanced ages, such as sixty-five or 
eighty). Instead, they introduced monthly-premium 20-year 
endowment pohcies for amounts as small as $250 and, in the 
case of one company, also for the somewhat smaller amounts 
that could be purchased at adult ages with a monthly premium 
of $1 The saving through servicing these policies monthly 
rather than weekly more than offset the increase in cost caused 
by the reduction m the interest rate that could be earned on the 
company's funds 

These small monthly-premium endowment policies are issued 
by the Prudential and John Hancock as Ordinary policies, 
whereas the Metropohtan issues those for $500 or less as Indus- 
trial pohcies (except in New York State). When issued as 
Ordinary contracts, they are generally required by state laws to 
provide pohcy loans and to give the policyholder a choice of forms 
in which to take dividends. These privileges occasion additional 
expense, and opinion among companies differs as to whether this 
expense is warranted by the benefit policyholders would receive ^ 

^ The Metropohtan did not sell small endowments m New York m the 
years 1939 to 1941 because New York State did not permit the issue of such 
pohcies as Industrial contracts. In 1942 the New York law was amended to 
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Since these small endowment policies are now issued by the 
three large companies only on a monthly-premium basis, there 
are some famihes that cannot purchase them* These are families 
that have only a very small amount available for insurance 
premiums and are unable to budget their mcome so as to pay 
even these small premiums on a monthly basis Such families, 
however, are usually better advised, at least under present cir- 
cumstances, to devote all their premium money to the purchase 
of life insurance on the lower-premium plans, such as whole life 
or hmited-premium-payment life. 

Usefulness of Nonforfeiture Insurance Benefits. — savings 
element is present not only in insurance on endowment plans but 
in all plans of Industrial hfe insurance as a by-product of the 
level-premium system. It is this feature that makes possible 
the nonforfeiture benefits granted on a policy when premium 
payments are discontinued ^ 

For more than 50 years Industrial pohcies have contained a 
provision granting a nonforfeiture value if premium payments 
are made for a specified minimum period and then discontinued 
The minimum period of premium payment required for such a 
nonforfeiture value has differed among the companies and among 
policies issued in different years. In most policies issued between 
1892 and 1907, a nonforfeiture insurance benefit was guaranteed 
after premiums had been paid 5 years. In pohcies issued begin- 
ning in 1907 this minimum period was shortened to 3 years. 

Industrial pohcies issued by the three large companies since the 
middle of the 1930^s have made nonforfeiture benefits available 
after premiums have been paid 26 weeks (13 weeks m one com- 
pany) . In all three companies, this benefit — ^which is in the form 
of paid-up term insurance for the full amount of the policy — is 
available automatically to the pohcyholder, without action on his 

permit the sale of small endowment pohcies as Ordinary contracts ^vithout 
requirmg dividend options or policy-loan privileges, and the Metropohtan 
then resumed their sale in New York on that basis 

1 A discussion of the considerations involved m determmmg the amounts 
to be granted as nonforfeiture benefits and tables illustratmg the values 
granted under currently issued Industrial pohcies appear m Chap XIII, 
p 169 
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part After premiums have been paid at least 3 years, the 
policyholder may, if he chooses, take his nonforfeiture benefit in 
the form of paid-up life or endowment insurance for a reduced 
amount 

The apphcation of the savings element to the continuation of 
the insurance beyond the date to which premiums have been 
paid serves a very useful purpose Occasions frequently arise, 
especially among families of low income, when illness or unem- 
ployment makes payment of premiums temporarily impossible. 
In such cases, the fund accumulated out of prenoiums paid in the 
past permits the insurance protection to continue for some time — 
frequently, until the financial emergency has passed and the 
faimly can resume payments In aMition, this fund often 
makes it possible, when premium payments are resumed, to 
charge the premiums m arrears as a hen, so that they need not 
be paid in cash 

Needs Served by Cash Surrender Values. — Before 1907, the 
privilege of taking the nonforfeiture benefit in the form of a cash 
surrender value was not generally incorporated in Industrial 
policies, except by the John Hancock ^ Beginning in 1907, 
Metropolitan and Prudential policies provided that the nonfor- 
feiture benefit could be taken in cash after premiums had been 
paid 10 years The companies were reluctant to make cash 
surrender values available sooner after issue of the policy for fear 
that this might encourage policyholders to surrender policies 
‘ unnecessarily and to use the cash for nonessential purposes 

It was felt that, since the need of insurance protection in these 
lower-income families was great, their wisest course, if they had to 

^ Prior to 1912, companies incorporated m Massachusetts were required 
to grant nonforfeiture values on Industrial policies in the form of cash, at 
the same pohcy durations and on the same basis as for Ordmary non- 
forfeiture values. Begmnmg in 1912, nonforfeiture benefits m the form of 
insurance were required on Industrial policies after premiums had been 
paid 3 years, and m the form of cash after premiums had been paid 5 years 
Por a number of years prior to 1907, Industrial policies of the Prudential 
provided cash values after premiums had been paid 20 years Some Indus- 
trial endowment pohcies issued by the Metropohtan before 1907 also pro- 
vided cash surrender values 
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discontinue premium payments, would be to take the nonfor- 
feiture benefits as insurance rather than as cash In order to 
avert any real hardship, however, policyholders who could show 
that they weie in actual need of money were permitted by some 
companies to surrender their nonforfeiture insurance for its cash 
equivalent 

The severe nationwide economic depression of the 1930^s 
demonstrated forcibly that when a family in financial distress 
the cash surrender values available on Industrial policies can 
serve a very useful purpose Millions of pohcyholders then fell 
back on their insurance as their sole resource 

Beginning in this period, companies lowered the minimum 
duration of premium payment required for cash values The 
Industrial policies currently issued by each of the three large 
companies give the policyholder the nght to a cash surrender 
value after premiums have been paid 3 years This privilege 
has been made retroactive to all previously issued policies. 

The usefulness of the billions of dollars paid in Industrial cash 
surrender values during the depression years is self-evident But 
even m 1941, when the country was not faced with a major 
unemployment pioblem, the three large companies paid about 
$150,000,000 on surrendered Industrial pohcies. In order to 
determine the usefulness of these payments, one of these com- 
panies made a survey during 1941 of a representative group of 
families that had recently suriendered weekly-premium pohcies. 
About 1,400 Industrial pohcies were included in the study. 
The families were visited by members of the company’s home- 
office staff who inquired into the causes for the surrender of the 
policy and the uses made of the cash received 

The most important single cause for surrender was found to be 
illness; this accounted for about 25 per cent of the pohcies turned 
m The money received was used to defray medical costs or to 
provide living maintenance for the family while the chief bread- 
winner was ill When funds were needed because of illness, the 
existence of insurance on the lives of other members of the family 
permitted them to surrender a pohcy on a healthy member rather 
than on the one who was ill. 
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The second most important cause of surrender, accounting for 
about 16 per cent of the cases, was unemployment due to reasons 
other than illness Although employment was at a high level 
during this period, there were local business disturbances resulting 
in periods of enforced idleness and want among many thousands 
of workers 

About 10 per cent of the policies were surrendered to meet 
financial obligations m connection with home ownership The 
money was used to meet payments due on the principal or interest 
of a mortgage, to pay taxes, or to make repairs or improvements 
on the property 

Another 10 per cent of the pohcies were surrendered when it 
appeared to the family that the insurance had already served its 
purpose, or that there was no longer any necessity for it Some 
of these policies were endowments on the lives of children who 
had grown up and married and had no gieat need of the future 
payment; the parents, who had been paying the premiums, 
surrendered the policies for their cash value. 

In about 8 per cent of the cases, the money was needed for 
living expenses even though there had been no substantial reduc- 
tion in income Many of these families stated that the increase 
in prices of food or in the general cost of living made the cash 
surrender necessary In most of these cases, an actual need for 
the cash appeared to have arisen; in others it was uncertain 
whether the family had been m real want or had succumbed to 
the temptation to purchase something it did not really need. 

In about Q}4 per cent of the cases, the policy proceeds were 
used for living expenses because there had been a marked reduc- 
tion in income from causes other than illness or unemployment. 
The main factor in such surrenders was a decrease in business 
income of small shopkeepers or of keepers of rooming houses. 
The marriage or entry into the armed services of a member who 
had contributed to the family^s support was responsible for 
several of these surrenders Others were due to desertion by the 
husband. 

Another per cent of the policies were surrendered in order 
to obtain funds for the marriage or education of a child Many 
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of these were endowment policies which the famihes stated had 
been surrendered to fulfill the purpose for which they had been 
purchased originally. 

About 6 per cent of the policies were turned m to obtain 
capital or to meet expenses in connection with the running of 
small businesses, to purchase tools for jobs, to pay moving costs 
in connection with new employment, or for other similar purposes. 

Of other miscellaneous causes of surrender, accounting for the 
remaining 12 per cent, none were of sufl&cient size to be signifi- 
cant. They included defraymg the cost of moving home furnish- 
ings, aidmg relatives, payment for a trip to visit a sick relative, 
payment on, or repair of, an automobile, repayment of a loan, 
and payment for living expenses when the weekly wages had 
been lost or stolen 

The survey clearly demonstrated that Industrial pohcies, in 
addition to providing the primary benefits for which the insurance 
is sold, have often, through their surrender, furmshed urgently 
needed funds to lower-mcome families m times of financial emer- 
gency. Also revealed was the significant fact that most famihes 
that were forced to give up some insurance were able to surrender 
a policy on a dependent member and to preserve, without even 
temporary interruption, the insurance protection on the head 
of the family. 



CHAPTER XVI 

FAMILY INSURANCE PROGRAMS 

During the 1920^s, when the amount of insurance owned by 
wage-earning famihes was increasing very rapidly, the need for 
greater care in arranging life insurance programs became appar- 
ent. Smce that time, compames have given more and more 
attention to means of assuring proper programing 

Naturally, there is great variation among individual famihes 
as to their financial circumstances, employment problems, insur- 
ance needs, preferences, and spending .^habits It is, therefore, 
impossible to set forth one type of program which will be ideal 
for all families. 

Nevertheless, the agent through his expert guidance, and the 
company in passmg on applications for insurance, can aid m 
developing sound life insurance programs and in avoiding 
issuance of insurance that would clearly be inappropriate. 

One of the important services rendered by the modern debit 
agent is m estabhshmg family insurance programs on a proper 
basis. He is quahfied to discuss famihes^ insurance problems 
with them arid to offer detailed assistance. He has a knowledge 
of the available forms of life msurance and a practical under- 
standing, acquired through training and observation, of the 
needs fulfilled by insurance in similar families His frequent 
visits help him to know and to understand the family^s financial 
circumstances and insurance needs 

In trainmg and educating the agent for this work, compames 
stress certain broad, fundamental principles of sound programing 
that the agent can apply to each mdividual case Further- 
more, the basis of the agent's compensation is so designed that 
there will be no conflict between his interests and those of his 
policyholders. 
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The practices and regulations intended to achieve sound pro- 
grams differ somewhat among the three large Ordinary-Industrial 
companies From time to time changes are made in each com- 
pany's piactices and regulations as it studies their effectiveness 
and finds how further improvements can be made. To explain 
the nature of this phase of company operations, the cur- 
rent methods followed by one company, which has devoted 
considerable attention to this problem, are described in this 
chapter 

Relation of Premiums to Family Income. — ^The first considera- 
tion in arranging a family’s insurance program is the amount of 
money that it may be able to allot to the payment of premiums, 
without havmg such payments become burdensome Although 
an adequate amount of coverage on each member of the family is 
highly desirable, in practice this ideal must be subordinated to the 
primary principle that a fanuly should not purchase more insur- 
ance than it can normally maintain 

This principle is one of the essential points of salesmanship 
stressed in the instruction of agents Further, the need for the 
agent to retain the good will of his policyholders and the basis on 
which he is compensated act as inducements to write only as 
much insurance as he believes the family needs and can keep in 
force 

Studies have been made of the proportion of income that 
Industrial families are usmg for insurance purposes Such a 
survey was made by one large company in 1939, covermg some 
3,000 families that had recently purchased its Industrial policies. 
Including the premium for the new policies, these families were 
found to be paying an average of 4 per cent of their income for 
life insurance of all kinds in all companies Only one family in 
12 alloted as much as twice the average e., 8 per cent of its 
income) to this purpose 

Money used for life insurance included payments not only on 
weekly-premium Industrial but also on monthly-premium, on 
Ordinary, and on Group hfe insurance Monetary income only 
was considered in the study. Many who were devoting more 
than the average proportion of income to life insurance premiums 
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were persons, such as domestic servants, who received substantial 
nonmonetary income 

Occasionally, instances are found in which a family’s total pre- 
mium commitment appears somewhat large. These cases have 
usually occuired because of a reduction in the family’s income 
after the policies were issued rather than because of failure to 
maintain a reasonable relationship between premiums and income 
when the msurance was applied for. 

The company whose practices are being considered takes 
specific steps to avoid issuing more new insurance than the family 
IS normally able to maintain The application for insurance, 
reproduced on page 104, elicits mformation regarding the fanaily’s 
mcome and its total premium outlay for life insurance of all 
types. This information permits the home-office underwriters 
to withhold approval of the application if the family’s proposed 
total premium outlay seems unduly large m relation to income. 
Further investigation of such applications is made, and unless 
highly exceptional circumstances are found to warrant issuing the 
msurance, it will not be issued 

Although considerable latitude is given to family preferences 
in most cases which fall within the normal range, more rigid limits 
are applied if the income is very small In such cases, the 
issuance of any insurance at all is questioned, and if any is 
issued, it IS limited to small amounts and to the lower-premium 
plans. When a family’s income is so small that it is dependent 
on direct relief in cash or m kmd, no new insurance is issued 
unless the agency providing the relief approves 

Distribution of Insurance within the Family. — In determining 
how the money available for premiums should be distributed in 
purchasing msurance for the various members of the family, 
certain fundamental principles have been found to be useful. 

One basic principle is that the msurance program should be 
centered around the principal wage earner, since his death will 
impose the greatest financial burden on the family. This fact 
IS stressed by the company in the instruction, training, and 
guidance of its agents 

\\T[ule in more well-to-do families the husband usually is the 
sole support, m many lower-income families either the wife or 
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some of the older children also are employed In the survey of 
low-income Boston famihes, made in 1939 by the Securities and 
Exchange Commission, it was found that 28 per cent of the 
insured famihes had more than one breadwinner, and that in one 
out of 12 families there were three or more breadwinners ^ 

Logically, the need for insurance of such other contributors to 
the family income is secondary only to that of the principal 
breadwinner Any distinction between their needs is only of 
degree The amounts of insurance on their lives may reasonably 
vary in accordance with the financial loss that would be occa- 
sioned by their death 

It IS not sufficient, however, to insure only the wage earners 
In lower-income families the death of the mother of young chil- 
dren frequently necessitates temporary expenditures for their 
care Hence, a housewife not employed outside of the home 
may well be insured for an amount greater than is necessary foi 
expenses of her last illness and burial 

Even the funeral costs for a dependent child present a serious 
financial problem to wage-earning families Some persons fail 
to understand the need for msurance on dependents. They take 
the comfortable pomt of view of the man in better circumstances, 
who believes that he can meet the expenses that may be incurred 
at the death of his wife or children out of savings or current 
income But lower-income families rarely have any appreciable 
cash resources or other assets, and real hardship would be imposed 
on them if expenses occasioned by the death of a dependent had 
to be met out of current wages. 

Since some protection on dependent members of the family is 
highly desirable, limitations are imposed only to prevent dis- 
proportionate amounts Unless the family mcome is extremely 

1 According to the 16th Census of the United States, 21 per cent of the ^ 
married women between the ages of sixteen and forty-four who hved m 
urban areas were among the country’s workmg force in March 1940 Smce 
then, of course, the proportion has mcreased substantially because of the 
entry of women mto mdustry m support of the war effort. Although the 
number of married women who are gamfuUy employed will undoubtedly 
decrease after the war, it appears probable that m the future the proportion 
will contmue to be higher than in 1940. 
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low or the total family premium would be excessive in relation 
to income, the company does not question the propriety of insur- 
ance on the life of the housewife not m excess of a total of $500 
A greater amount is generally permitted only if the husband is 
insured for at least twice that sum, or if the housewife^s total 
preimum would require only a very small proportion of the 
husband’s income Unless at least one of these conditions is 
satisfied, the application is returned with the suggestion that the 
premium money be used to purchase insurance on the principal 
wage earner For other adult dependents, the total amount of 
insurance is similarly restricted 

More severe limitations have been placed on the insurance of 
young children, regardless of the amount of family income. No 
Industrial life insurance is issued which, together with any 
insurance already in force in any cpmpany, will provide more than 
$100 at death in the first year of life, $200 in the second year, 
$300 in the third year, etc 

In addition to these limits, no weekly-premium insurance will 
be issued on a child’s life which would bring the total premium 
outlay (including any being paid to other companies) to more 
than 25 cents a week Generally, even this much premium will 
not be issued if the father is not insured In that case, the home 
office advises the agent to make an additional effort to place some 
insurance on the father’s life, if he is insurable 

Monthly-premium Industrial policies generally require larger 
outlays and consequently are written on young children only if 
the person reponsible for the child’s support is insured for at least 
$1,000 This minimum is $1,500 if as much as $500 of Industrial 
endowment insurance is to be issued on the child, or if the child 
IS already insured Ordinary monthly-premium-debit policies 
for $750 of insurance may be written on a child only if the parent 
is insured for at least $1,500, and Ordinary juvenile policies for 
$1,000 will be issued only if the parent owns at least $3,000 of 
insurance ^ 

^ At the end of 1943, of all the hfe insurance premiums bemg paid to the 
company under discussion, about 5 per cent were bemg paid for msurance 
on the lives of children under ten years of age 
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The distribution of insurance within the fanuly has been the 
subject of several studies by this company In 1939, for instance, 
it analyzed the insurance programs of 4,448 families, with both 
husband and wife hving, to whom it had recently sold Industiial 
pohcies The average amount of insurance per family, includ- 
ing holdings in all companies as well as in fraternal orders, 
was found to be $2,630 About 51 per cent of this insurance 
coverage was Industrial, 32 per cent Ordinary, 13 per cent Group, 
and 4 per cent was in force in fraternal orders. 

In these famihes, 96 per cent of the fathers were insured, the 
average amount being $1,471, which represented about 1 year's 
average earnings (Some of the fathers were, of course, unin- 
surable ) The insurance on the fathers w’as 45 per cent Ordinary, 
26 per cent Industrial, 23 per cent Group, and 6 per cent was in 
force in fraternal orders About 93 per cent of the mothers and 
children in these famihes were insuied, the mother for an average 
amount of $540, and each child for an average amount of $377 
The insurance on the mother and children was predominantly 
Industrial 

Of the family's total premium outlay, about half was devoted 
to insurance on the father Fanaihes that used a relatively small 
proportion of their total insurance outlay for protection on the 
father had, for the most part, other msured wage earners as well, 
or had a large number of children Many of the mothers and 
children were not financially dependent members of the family 
but were employed and contributed to the family income 

A considerable part of the total family premium outlay was 
used to provide, through endowment policies, a savings program 
in combination with hfe insurance protection. The distribution 
of the premium money among family members reflected in part 
the fact that these endowment pohcies were chiefly on the lives 
of the children. 

Considering the different uses served by life insurance, the 
variations in circumstances and in spending habits of diffeient 
families, and their individual preferences, the relative amounts 
of insurance on the different family members disclosed by this 
study indicated a reasonably sound distribution 
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Frequency of Premium Payment. — An important consideration 
in selecting a policy is that the number of instalments in which the 
yearly premium is payable shall be suited to the family circum- 
stances This, in turn, depends largely on the amount of the 
family income and on the interval at which its wage earners 
receive their pay A government study disclosed that 25 per 
cent of the nation^s families in 1941 had incomes of less than 
$1,000, while 38 per cent had incomes of $1,000 to $2,000, 19 per 
cent had incomes of $2,000 to $3,000, and 18 per cent had incomes 
of $3,000 or more.^ It is thus evident that a large proportion of 
American families are strictly limited in the amount of money 
they can pay in life insurance prermums. 

Furthermore, a survey conducted by the United States Bureau . 
of Labor Statistics in 1938, covering almost 138,000 establish- 
ments engaged in manufacturing and other forms of economic 
activity, found that about two-thirds of their 7,000,000 workers 
were on a weekly pay-roll basis and that 98 per cent of them weie 
paid senumonthly or at more frequent intervals 

For most famihes of modest income that receive their wages 
weekly, the amount remaining each week after current livmg 
expenses have been paid is very small If their premiums were 
not payable weekly, many of these families could not, or would 
not, set aside a part of each week^s income for insurance. Hence, 
they would have to pay monthly or less frequent premiums 
entirely out of one week’s pay envelope 

In such cases, there would not be enough money for any worth- 
while insurance program Weekly-premium insurance is a 
necessity for these families Because of their limited means, 
weekly-preimum insurance is issued for small units of premium 
and only on the lower-premium plans of insurance 
Families that can afford policies of somewhat larger amounts, 
or policies on the higher-premium plans, generally are able to 
budget their mcome to pay premiums less frequently than weekly 
and thereby obtain their insurance at somewhat lower cost. To 
avoid issuing weekly-prennum insurance when a lower-cost form 

1 This study was made by the Research Division, Office of Price Admm- 
istration, Consumer Income and Demand Section. 
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is within the family^s means, only a limited amount of weekly- 
premium insurance may be issued on a person at one time or 
over a short period The limits applicable to children under 
age ten have already been cited; on older persons, not more than 
$500 of weekly-premium insurance will be sold within a period of 
6 months. 

Many wage earners have begun their insurance programs by 
purchasing a small weekly-premium policy and later have 
supplemented it with additional weekly-premium insurance ^ 
Those who are able to accumulate more substantial amounts of* 
insurance, because of increased income, usually find it possible 
to pay at least some of their premiums at monthly intervals 
Limitations have been placed on the total amount of weekly- 
premium insurance that will be issued to any one individual, 
taking into consideration any amount already in force on his life. 

If an applicant already owns a comparatively large amount of 
weekly-premium insurance (or any Ordinary life insurance), the 
company will not issue a new weekly-premium policy unless 
supplementary information shows it to be more appropriate than 
one with less frequent premium payments or the applicant 
specifically insists on it. 

To meet the needs of those in somewhat better circumstances, 
monthly-premium Industrial policies are issued on the lower- 
premium plans for $500 of insurance, and on the 20-year endow- 
ment plan for amounts as small as $250 or whatever amount can 
be purchased with a monthly premium of $1, Ordinary monthly- 
premium-debit policies are available for $750 of msurance, and 
Ordinary policies for $1,000 or more may be purchased with 
premiums payable monthly, quarterly, semiannually, or annually 

The same agents who sell weekly-premium life insurance also 
sell monthly-premium pohcies and Ordinary life insurance with 
premiums payable at less frequent intervals. Hence, the agent 
IS able to recommend the particular policy which, in amount of 
insurance and frequency of prenuum payment, will be best suited 
to the amount and frequency of the family’s income. So that his 

1 As a result of this ownership of several policies by one person there are, in 
some communities, more Industrial pohcies m force than there are persons 



210 EFFECTIVENESS OF INDUSTRIAL LIFE INSURANCE 


recommendation will not be subject to any conflict of his interest 
with that of his prospective policyholder, his selling commission 
is about the same proportion of the premium, regardless of which 
frequency of premium payment the family selects Moreover, 
the agent receives on the average the same amount of collection 
commission for each time that he calls on a family and receives 
premiums, whether his call is to receive weekly or monthly 
premiums 

As the incomes of wage-earning families have increased, more 
and more of them have been able to purchase their insurance on a 
monthly — or less frequent — premium-payment basis During 
1943, this company issued 63 per cent more insurance on the 
monthly-premium-debit basis than on the weekly-premium 
basis " 

Plans of Insurance. — The selection of an appropriate policy 
involves consideration of the plan of insurance Industrial life 
insurance is made available on several different plans, to meet 
varied needs and desires of policyholders However, because 
of its smaller units, it is not offered on as many plans as Ordinary 
life insurance 

The company whose practices are being discussed currently 
issues standard weekly-premium policies on four plans of insur- 
ance — ^life-paid-up-at-age-75, life-paid-up-at-age-65, 20-year-pay- 
ment life, and double-protection-to-age-65 

A whole-life plan, with preimums payable throughout life, 
would be the lowest-priced form providmg a level amount of 
permanent insurance protection. However, there is little differ- 
ence (except for insurance issued at the very old ages) between 
the amount of insurance provided for a given premium by such 
a plan and by the life-paid-up-at-age-75 plan. It has been found 
undesirable to sell wage-earning fanailies insurance under which 
premiums would still be payable at the very advanced ages 
Consequently, m the company referred to, premium payments 
for the life plans are linoited to a maximum age of seventy-five 
Since the Federal Social Security program now contemplates 
normal retirement of the worker from industry at age sixty-five, 
a life policy which will be paid up at that age is also issued 
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Many people dislike ^ndertaking a financial program which 
requires a commitment for practically their entire working life- 
time. Such persons may be reluctant to purchase hfe insurance 
on either of the two plans mentioned above and may prefer a 
shorter period of premium payment, even though this results in a 
smaller amount of insurance for the same premium For them, 
insurance on the 20-year-payment life plan is available. 

In addition to the plans which provide a constant amount of 
insurance protection, this company issues a double-protection-to- 
age-65 pohcy, which provides a death benefit that is twice as 
great before the insured attains age sixty-five as thereafter. 
Premiums are payable only until age sixty-fiive. This plan has 
the advantage of providing a basic amount of insurance through- 
out life and twice that amount during the productive years of the 
insured, when a greater amount of protection is generally needed 
For the same premium outlay, it provides a larger amount of 
insurance protection until age sixty-five than any of the other 
plans. 

Standard monthly-premium Industrial policies are issued on 
the same four plans as weekly-premium policies, and also on the 
20-year endowment and the endowment-at-age-65 plans. ^ 

Many faimhesliave found the 20-year endowment plan to be 
appropriate for young children, in its assurance of a fund for the 
child when he grows up, as well as its provision for insurance 
protection in the meantime The funds thus accumulated may 
be used for such purposes as education, vocational training, a 
start on a business career requirmg modest capital, marriage, or 
first payments on a home Endowment policies have also had a 
special appeal to those who realize the need for insurance on their 
children, yet are emotionally reluctant to make any provision 
that deals mainly with their possible death Other people, who 
object to forms of life insurance on which they assert that they 
^^have to die to win,^^ have also shown a marked preference for 
endowment insurance 

1 For reasons explained in tlie preceding chapter (p. 196), monthly- 
premium endowment policies of $500 or less are issued by this company to 
residents of New York State as a special form of Ordmary policy. 
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Although the company recognizes the popular demand for 
children's endowment policies and the useful purpose they serve, 
it has taken steps so that their sale will not interfere with a well- 
balanced life insurance program for the family As a prerequisite 
to their issue, the parent must already be insured for a certain 
minimum amount.^ Their sale is restricted also to families 
that can pay premiums monthly. Moreover, the agent's selling 
commission for debit policies on endowment plans that mature 
in 30 years or less is at a lower rate than it is for other plans 
Therefore, it is contrary to his financial interest to sell an endow- 
ment policy when another plan which the family would be willing 
to purchase is more suitable for it. 

In connection with all juvenile monthly-premium Industrial 
policies, a special benefit is offere(^^hich provides that if the 
premium-payer dies, no further premiums will be required until 
the child attains age twenty-one This benefit protects the 
insurance on the child's life from danger of forced termination 
due to the death of the original premium-payer. Those who 
desire this applicant's waiver-of-premium benefit are charged a 
small separate premium for it A similar benefit is offered m 
connection with juvenile Ordinary policies 
Except for the restrictions cited, choice of the* plan of insurance 
depends on the preferences of the individual family. The 
applicant may select the particular plan which, in its blending of 
savings element and life insurance protection, best suits his 
individual needs and appropriately complements other policies 
on his own life and on other members of the fanuly. 

Except for endowment policies maturing in 30 years or less, the 
agent's selling commission for debit policies is the same percentage 
of one year's premiums for all plans of weekly-premium and 
monthly-premium-debit insurance 
Adjustments to Changing Family Circumstances. — ^Up to this 
point consideration has been hmited to the establishment of 
sound family insurance programs at the time insurance is issued 
But the financial status of a family does not always remain the 
same, and a change in its life insurance program may later become 
iSeep 206 
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advisable or necessary. The nature of the change will depend 
on whether the family’s financial condition has become better or 
worse, whether the new status is of a temporary or permanent 
nature, the degree of change, and the nature of the family’s 
insurance holdings 

In some instances, the family may only have to reduce its 
premium outlay, either temporarily or permanently. In others, 
it may be faced with a need for cash. If its need for cash 
is great, the family may surrender some or all of its policies. But 
frequently it is possible to adjust the program in other ways, 
without giving up the insurance protection. 

Any of a number of changes may be made m the insurance 
program when the family’s income is reduced If some of the 
family’s policies are on higher-premium plans, which contain a 
larger savings element, these may be changed to lower-priced 
plans (subject to evidence of insurability) The new policy will 
bear the same date of issue as the original msurance, thus retam- 
mg the benefit of the lower cost of the older policies. 

Through such changes, the family may retain the same amount 
of insurance (with a smaller savings element) at a lower premium 
rate Further, since the policy on the higher-premium plan will 
have a greater cash value than that on the lower-premium form, 
the difference in cash values will become immediately available 
to the family. 

This type of change proved of great benefit to many thousand 
policyholders during the depression of the 1930’s Many families 
that had purchased small endowment policies were enabled, 
when necessary, to substitute insurance on a life plan Such 
conversions made available substantial cash payments, without 
reducing the amount of death benefit 

When a change of plan is not desired or is not possible, the 
amount of insurance may be reduced, unless it is already at a 
nnmmum Such a reduction, in effect, divides the original 
policy into two parts Premium payments, correspondmgly 
reduced, are contmued on the one part and discontinued on the 
other. The part discontinued is treated as if it were a separate 
pohcy, and if sufficient premiums had been paid on the original 
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policy, the cash surrender value of the discontinued part is paid 
to the insured 

Alternatively, premium payments may be discontinued on 
some, or if necessary all, of the pohcies held in a family, and the 
insurance protection may be continued temporarily for the full 
amount (or for the original period for a reduced amount) under 
the nonforfeiture insurance privileges Thus a family faced 
with the need for financial retrenchment may still preserve much 
of its protection, often until the emergency has passed ^ 

Improvement in the financial status of a faimly may also make 
a change of its insurance program advisable. When the family’s 
income returns to its former level after a curtailment of insurance 
had been necessary, it is natural to consider first the advantages 
of reinstating any lapsed policies Since pohcies that had been 
in force for some time usually have a lower cost than new ones, 
it IS desirable to reinstate them before buying new insurance 
Every effort is made to facilitate the reinstatement of lapsed 
insurance if that is to the policyholder’s advantage It often is 
not possible for families to repay in cash all premiums m arrears 
at time of reinstatement In that event, premiums in arrears 
may usually be charged as a lien against the policy ^ 

When a family’s income increases, it may become able to pay 
at least some of its insurance premiums on a monthly (or less 
frequent) basis rather than weekly, thereby reducing the cost of 
fts insurance In recognition of this, the company’s current 
weekly-premium policy gives the insured the privilege, subject to 
conditions stated in the pohcy, of changing to a form of life 
insurance with less frequent premium payments, either Industrial 

^ Adjustment of the msurance programs of families that become depend- 
ent upon welfare agencies has been facilitated by the estabhshment m 
1931 of an organization called the Life Insurance Adjustment Bureau 
This bureau, which was established by the three large Ordmary-Industrial 
compames, offers its services without charge to weKare agencies and their 
chents, the entire cost of operation being divided among the three com- 
panies It analyzes msurance programs and recommends any readjust- 
ments necessary to give maximum protection at minimum cost, consistent 
with the family’s economic status and the practices of the welfare agencies 
2 See p 40 
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or Ordinary ^ Similarly, a monthly-premium Industrial policy 
permits conversion to Ordinary life insurance. Although these 
provisions are contained only in pohcies issued since 1940, they 
have been made available to older pohcies as well 

In many cases it is not to the advantage of the insured to 
change his Industrial policies to Ordinary ones. It is in almost 
all instances cheaper to contmue an existing policy than to 
surrender it and replace it with a similar new policy. Likewise, 
the future cost of insurance may be less under an existmg weekly- 
premium pohcy than on an Ordinary policy that must be issued 
as of the date of the conversion 

Even when the Ordinary pohcy may bear a date of issue earlier 
than the date of change, the insured may not benefit from the 
conversion. If several Industrial policies, issued at different 
times, are to be given up, the new Ordinary policy will usually 
bear a date subsequent to that of the oldest Industrial policy, so 
that at least part of the Ordinary will replace older Industrial 
life insurance 

It might also be unwise for the insured to change from Indus- 
tiial to Ordinary life insurance if his occupation or physical 
condition permits him to obtam the Ordinary policy only at sub- 
standard Ordinary premium rates ^ Furthermore, many families 
strongly prefer to continue paying premiums on the weekly 
basis, even though they know that the cost of their insurance is 
somewhat greater than if premiums were payable less frequently. 

Improvement in a family^s financial situation may also enable 
it to purchase additional insurance, either Industrial or Ordinary, 
on members who are uninsured or undermsured At such a time 
the agent again has the opportumty to review in detail the 
fannly^s insurance holdings and to recommend the purchase of an 
additional policy that will appropnately complement the family's 
existmg insurance and improve the adequacy of its insurance 
program 

1 See p. 41. 

^ See p. 100, 



CHAPTER XVII 

PERSISTENCY OF PREMIUM PAYMENTS 


When a family purchases Industrial life insurance, it under- 
takes to pay premiums regularly for a period that will usually 
extend over many years — ^until the death of the insured, the 
maturity of an endowment, or other completion of all premium 
payments called for m the contract. 

When a policy is continued in full force until it becomes payable 
as a death claim or matures as an endowment, it has fulfilled its 
original purpose However, even if premium payments are dis- 
continued prematurely, the policy’s original purpose may still 
be served 

Many endowment policies are taken out primarily to provide 
funds for a specific purpose, but the exact time when the money 
will be required is not known Frequently, that time occurs 
before the maturity date of the policy. In that event, the insur- 
ance may be surrendered, and its cash value put to the use for 
which the policy was first intended. Many pohcies on which the 
nonforfeiture benefit is taken in the form of insurance also fully 
serve the purpose for which they were originally intended. 

The usefulness of Industrial life insurance, however, goes 
beyond meeting these primary purposes. In addition, it has 
proved to be a useful source of funds in time of emergency 
Wage-earning families often find themselves in sudden unexpected 
need of cash. When Leon Henderson was chairman of the 
department of remedial loans of the Russell Sage Foundation, 
he estimated that because of some emergency “the family of 
average mcome needs credit at least once every two years ” He 
added that “half the misery that loan sharks cause could be 
% prevented if the borrower had available $100 for emergencies 

^ The Loan Shark Makes His Last Stand, Forbes Magazine^ June 15, 1928, 
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Since most wage earners normally have httle or no savmgs out- 
side of their insurance — as various studies cited in Chap. XV have 
demonstrated — ^the cash values of their Industrial policies have 
often proved of inestimable value 

But not all Industrial pohcies terminate through death or 
maturity, or provide a cash fund through their surrender Some 
policies may have been continued under their nonforfeiture 
provisions as paid-up term insurance which expired before the 
insured died On others, premiums may not have been paid 
long enough to permit granting any nonforfeiture value. Thus, a 
pohcy may terimnate without a cash payment to the insured, 
either by expiry or by lapse without further value 

The term lapse is sometimes technically applied only to policies 
that terminate before premiums have been paid long enough to 
entitle the policyholder to a nonforfeiture value In this 
chapter such cases are referred to as lapses without further value, 
and the term lapse is used in the broader, popular sense as any 
premature termination of premium payments Lapse rates are 
computed on a net basis, in that policies reinstated are deducted 
from those lapsed, since each reinstatement is simply the reversal 
of a lapse 

Rate of Termination of Premium Payments. — ^An examination 
of the experience of one large company shows that out of each 
1,000 weekly-premium policies in force, 24 lapsed during the year 
1943. However, this 1943 lapse rate of 2.4 per cent cannot be 
considered representative of the normal lapse experience In 
that year, due to the war effort, wage earners as a class enjoyed 
a high level of employment and exceptionally large incomes. 
An abnormally small number of pohcyholders were forced to 
surrender Industrial life insurance for emergency cash funds 
The year 1941, when economic conditions were not so favorable, 
is probably more repiesentative; during that year the lapse rate 
was 5 4 per cent ^ (In 1942 it was 3 9 per cent ) 

1 The lapse rate of this company's Industrial pohcies m 1941 was some- 
what higher than that of its Ordinary policies (due entirely to a higher rate 
of surrenders for cash among its Industrial policies) hut lower than that 
experienced on Ordmary pOhcies by most companies. 



21S EFFECTIVENESS OF INDUSTRIAL LIFE INSURANCE 


This yearly lapse rate of 5 4 per cent is equivalent to a weekly 
lapse rate of 0 1 per cent, or 1 per 1,000. On the average, each 
agent of this company services about 1,000 weekly-premium 
policies. During 1941, therefore, only one pohey lapsed m the 
average agent’s debit each week — a resulting weekly persistency 
rate of 99 9 per cent 

The lapse rate of 5 4 per cent for 1941 was composed of a 
cash-surrender rate of 3 7 per cent and a lapse rate of 1 7 per cent 
for other premature discontinuances — policies on which the 
nonforfeiture benefit was taken in the form of insurance, or on 
which no nonforfeiture benefit was yet available Many of the 
policies continued to provide insurance under their nonforfeiture 
provisions and will subsequently become payable as death claims 
or as matured endowments, or be surrendered for a cash value 
Thus, the great ma]ority of these lapsed policies also served a very 
useful purpose by providing a cash payment when premium 
payments were discontinued or later ^ 

Influence of Economic Conditions. — Even though the lapse 
rate is not influenced solely by economic conditions but also by 
company efforts to reduce lapses, the trend of the lapse rate 
follows the trend of general economic conditions rather closely 

When business conditions deteriorate seriously, loss of employ- 
ment and curtailed earnings are common among the wage- 
earning classes During the early 1930’s, millions of Industrial 
pohcyholders were thrown out of work or had their earnings 
reduced substantially, and many insurance programs suffered 
It was fortunate for these policyholders, however, that they 
had devoted part of their income to life insurance, since they 
received more than $2,500,000,000 through surrender of their 
Industrial policies during the decade of the 1930’s 

With the catastrophic decline in the total volume of wages and 
salaries in the United States from $53,000,000,000 in 1929 to 
$31,000,000,000 in 1932, the" lapse rate increased greatly, that 
experienced by one large company on its weekly-premium policies 
was doubled After the worst part of the depression had passed 
and employment began to increase gradually, Industrial pohcy- 
holders had less need to surrender their insurance to obtain funds 
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and were better able to maintain premium payments By 1937, 
the lapse rate of this company’s weekly-premium policies had 
dropped to about the 1929 figure By 1941, it had decreased to 
less than three-fourths of the 1929 rate, and, in 1943, when wages 
and salaries in the United States had risen to $102,000,000,000 
(as compared with $61,000,000,000 in 1941) it decreased very 
sharply even below the 1941 rate 

During the severe depression of the 1930’s, there were many 
thousands of wage-earning families whose income stopped com- 
pletely for a time and who found themselves in dire need of 
funds. There were also many whose income, although not 
completely cut off, decreased very materially Some of these 
famihes, while not m urgent need of cash, were unable to maintain 
premium payments on all their policies and were forced to let 
some of them lapse The number of such cases was considerably 
inflated by the tendency that had prevailed in the 1920’s for 
families to undertake financial commitments of all kinds which 
proved too large for their reduced incomes in the 1930’s 

Company limitations of family premium in relation to mcome 
were still in an elementary stage of development in the late 
1920’s. Had rules such as those described in Chap. XVI been in 
effect at that time, the lapse rate during the depression undoubt- 
edly would have been lower. These underwriting limitations 
are designed in part to avoid unnecessary lapses in normal times 
and an undue mcrease in the lapse rate should another severe 
economic depression occur in the future. 

But even in relatively good times wage-earning families are 
subject to what might be termed ^‘mdividual depressions,^’ which 
force them to obtain needed cash funds from their life insurance 
After Industrial pohcies have been continued for several years, 
the need for cash is by far the most important cause of lapsation 
One large company found that the cash value, rather than 
some form of paid-up insurance, was chosen on seven out of 
eight policies that lapsed after premiums had been paid 3 or more 
years. 

As indicated by the study cited in Chap. XV, there can be no 
question of the genuine need for funds in the great majority of 
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surrenders The principal causes are unemployment and sick- 
ness If it were not for their occurrence, the persistency of 
Industrial life insurance would improve still further So long 
as these hardships occur, however, Industrial life insurance serves 
its policyholders by providing needed cash through the sui- 
render of the policies 

Early Lapses, — Financial disturbances may occur in a family 
at any time, even shortly after a new pohcy has been purchased 
But if changes in financial status were the sole cause of lapsation, 
the lapse rate might be expected to remain umform at all policy 
durations, that is, about the same lapse rate would be experienced 
on policies in their first year as on those in their fifth, tenth, or 
twentieth year. This is not the case, however The lapse rate 
is always found to be much lower on policies that have been in 
force for some time than on those recently issued This is true 
in good times and m bad — on Industrial and on Ordinary policies 

During the first half year after poMcies are issued the lapse 
rate decreases very rapidly This is illustrated by the following 
analysis of the lapse rate of weekly-premium policies of one large 
company during 1943* 

Table 20 — Early Lapse Rate of Weekly-premium Policies in 1943 


Number of weeks 
premiums were paid 

Per cent of policies issued 
that lapsed with premiums 
paid for indicated 
durations 

Average 
lapse rate 
per week 

1 

1 1 

1 1 

2- 5 

2 2 

0 6 

6-13 

2 8 

0 3 

14-25 

2 6 1 

0 2 

Total 

8 7 



The lapse rate continues to decrease, although less abruptly, 
for some time after the first half year. Thus, 8 7 per cent of the 
weekly-premium policies issued lapsed during their first half yeai 
Of the policies on which premiums were paid for at least 26 weeks, 
only 4 2 per cent lapsed during the next full year Thereafter, 
the yearly lapse rate averaged about 2 per cent. 
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The rapid decrease in the early lapse rate indicates that some 
factor other than the economic exerts an influence during this 
period, and that it is a condition which steadily loses force as 
further premiums are paid. An especially important factor 
affecting the lapse rate at the early durations is psychological — 
lack of perseverance. 

When a wage-earning family applies for Lfe insurance, it 
generally means that some money that has been available for 
little luxuries must thereafter be used to pay premiums. Despite 
good resolutions, there is strong temptation to revert to the old 
spending habits, and some time is needed before the premium 
money becomes accepted as part of the normal budget There 
will always be moments when some attractive nonessential will 
present an inducement to give up the insurance program, but it 
IS shortly after policies are issued that this psychological cause of 
lapse is most pronounced 

Lapsation in Other Fmancial Programs. — Lack of perseverance 
IS common to all types of personal financial programs. It is 
reflected, for instance, in the experience of banks with Chnstmas- 
club piograms Persons join such clubs usually on their own 
initiative Completion of the programs requires that deposits be 
made for only 50 weeks Yet, a study of the experience of more 
than 40 leading mutual savings banks has shown that a large 
percentage of Chnstmas-club payments are never completed 

Different banks have reported that the proportion of starters 
who failed to finish ranged from 25 per cent to 70 per cent. For 
one-half of the banks, the “ lapse experience was 54 per cent or 
more Moreover, it was among the smaller weekly-payment 
classes — those on a scale comparable with Industrial life insur- 
ance — that the lapse rate was especially high. As in the case of 
life insurance payments, the rate of lapse tended to be highest 
shortly after the program was begun ^ 

The influence of this psychological factor has also been appar- 
ent in the lapse experience of building-and-loan associations 
with serial shares. These shares are not sold by agents but are 

1 W H Steiner and E Shapiro, Christmas Club Savings, Bankers Maga- 
zine, December, 1937, p 493 
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bought chiefly on the personal initiative of the purchaser 
Shareholders make regular monthly deposits, either as a savings 
program or as a condition to obtaining a mortgage on then- 
homes The Life Insurance Sales Research Bureau has studied 
the early lapse experience of a group of 12 buildmg-and-loan 
associations These were all sound, capably managed institu- 
tions which had successfully weathered the depression of the early 
1930’s Yet, the survey showed that, for the period 1935-1938, 
17 per cent of the shares terminated during the first 2 contract 
years. ^ 

The analogy between the lapse of Industrial life insurance and 
the lapse of payments on automobiles and electrical appliances 
was cited in Research Report 11 of the Maryland Legislative 
Council.^ Referring to its previous survey of retail instalment 
sellmg during the 1930’s, the report states 

Some years ago it was computed that during the middle 1930’s, 3 per 
cent of new car sales, 12 per cent of used car sales, and 8 per cent of 
electncal appliance sales ended m repossessions In addition, these 
generalizations made at that time are of interest in the present study 
for both automobiles and electncal appliances, (1) repossessions occur 
most frequently in the early months of the contract, and (2) the greater 
the down payment the less likelihood there is of repossession; (3) for 
used cars, the most unfavorable repossession experience was with those 
of lower price, and (4) for electrical appliances, the repossessions 
declmed as the purchaser’s monthly income increased The analogy 
between these conclusions and the lapse of the typical Industnal life 
insurance policy ... is plam. 


The United States government, prior to our entry into the 
Second World War, experienced a fairly high termination rate 
on Its Defense Savings Bonds In the vast majority of cases 
these bonds were bought by a single lump-sum payment and 
required no further payments by the purchaser. Their sale was 
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dependent almost entirely on publicity and advertising. Unlike 
later issues of similar bonds during the war, there was little, if 
any, attempt to sell them by means of personal solicitation. 
Nevertheless the Treasury Department has reported that a con- 
siderable proportion were soon given up for their surrender value. 

It IS significant that the smaller the bonds, the higher was the 
surrender rate, particularly during the early years Of all bonds 
sold during the years 1935-1940 for the smallest maturity 
amount ($25), 11 per cent were turned back within their first 
year Those for the next larger amount ($50) had a surrender 
rate during the first year of 8 per cent. 

The surrender rate was much higher for a time soon after the 
bonds were purchased than it was later on. For instafice, m the 
most pertinent case of the $25 denomination, the surrender rate 
declined successively in every one of the first 5 years, from 11, 
to 9, 8, 6, and 4 per cent of the bonds issued.^ 

Although it IS to be expected that the lapse experience of these 
programs, like that of life insurance, will vary from year to year 
with changing economic conditions, it is evident that lack of 
perfect persistency is common to all In each case, too, there is a 
marked tendency for the lapse rate to be highest shortly after the 
program is begun This experience demonstrates that lapsation 
cannot be attributed solely to a change in the financial status of 
the person undertaking the program Lack of perseverance is 
evident in programs that do not involve continuous payments 
by the purchaser, as well as m those that do. It also occurs in 
programs that are begun solely on the imtiative of the purchaser 
as well as in those that are actively sold 

Efforts to Reduce Lapsation. — Although lack of perseverance 
IS evident even in programs entered mto entirely on the pur- 
chaser's own initiative, it is logical to expect that its mfluence 
would be greater when the program is actively sold It has 
become generally recogmzed that the ownership of hfe insurance 
IS highly desirable Yet there are relatively few persons who will 
purchase it solely on their own initiative. 

1 For greater detail see ^'Annual Report of the Secretary of the Treasury,” 
1941, U S Government Printing Ofiice, Washington, D C , p. 24 
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If life insurance is to have real social value, its scope must 
include those who, but for the work of the agent, would be with- 
out its protection. Not all of these people can be converted 
overmght to realizing the need for definite monetary provisions 
for their future. Some who are willing to begin such a program 
will inevitably revert to their former spending habits and let 
their policies lapse But through the continual efforts of the 
agents, more and more famihes are learning to estabhsh and to 
maintain sound hfe insurance programs 

The fact that hfe insurance must be actively sold necessarily 
results in its extension to persons among whom a lack of per- 
severance is especially prevalent. Changes m the financial 
status of *insured families will always give rise to additional 
lapses Life insurance company managements recognize that 
these facts make the complete elimination of lapses impossible 
Nevertheless, they are continually striving to obtain as low a 
lapse rate as possible. 

Compames reahze that the business must be conducted m a 
manner that will keep the lapses arising from these two basic 
causes at a mimmum and that will prevent other causes from 
increasing the lapse rate Improper methods of sale and inap- 
propriate or deficient methods of servicing could easily add to 
the number of lapses. 

Some of the many steps taken by the large Ordinary-Industrial 
companies to reduce lapsation. may be illustrated by practices 
of one such company. Its efforts to guide families toward 
insurance programs appropriate to their needs have been dis- 
cussed It has made life msurance available on plans, in amounts, 
and with frequencies of premium payment to fit the circumstances 
of aU classes of persons. 

The company has stressed throughout the training and educa- 
tion of its agents the necessity for proper and complete sale of the 
insurance ^ Its efforts to compensate agents fairly and to pro- 
vide them with the best possible working conditions have 
lengthened their average tenure of service, thereby increasing 
their abihty to advise and serve their policyholders properly. 

1 See Chap IV, p 61. 
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The importance of considering persistency in the sale of new 
insurance is emphasized to the field force through company 
publications and through discussions by executives. Agents 
are continually reminded that the sale of msurance has not been 
completed when the applicant signs his name to the application 
and pays his first premium, but that continued salesmanship is 
necessary, especially during the early months following issue, if 
the insurance is to be maintained. 

Agents are given a direct incentive to sell only those policies 
that may be expected to persist, by making their selhng com- 
mission for Industrial pohcies directly dependent on the con- 
tinued payment of premiums during the policies^ first year 
After the first year, they are encouraged to keep pohcies in force 
through payment of a conservation commission, the amount of 
which depends on the success of their efforts to conserve existing 
insurance 

The basis of compensating the managers and assistant man- 
agers of this company gives them an incentive to encourage 
agents to sell insurance that will persist and to exert every effort 
to conserve existing insurance Managers^ and assistant 
managers^ commissions for debit insurance are paid as a per- 
centage of first-year and conservation commissions paid to agents 
m the district The higher the persistency of the debit business 
in the district relative to that of the entire company, the greater 
IS the percentage of the agents^ first-year and conservation com- 
missions that IS payable to the manager and assistant managers 

In its efforts to reduce lapses, this company has made a number 
of studies to aid in developing better procedures wherever possi- 
ble One such study was made in 1942 to determine whether 
agents who were selhng a larger-than-average volume of weekly- 
premium pohcies were experiencing a higher-than-average early 
lapse rate. The agents m each of the company’s districts were 
classified into two equal groups according to their relative sales 
of weekly-prenuum policies over a fuU year. The agents in the 
more successful group sold an average of 2 0 policies per week, 
while those in the other group sold an average of 1 2 policies 
per week. 
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Despite this difference in the number of sales, it was found 
that the early lapse rate of policies sold by the first group of 
agents was as low as that of the less successful group. This 
demonstrated that agents who were selling more than an average 
number of pohcies were exercising as much care in the proper sale 
of insurance as those who had a lower volume of sales 
This company has also maintained records for each agent of 
weekly-premium pohcies lapsed during the first 6 months If 
the early lapse rate appears unduly high for any agent, investi- 
gation is made and, if necessary, corrective measures are taken 
This practice has been found useful in directing attention to 
agents who need special guidance in more effective sales methods 
Recognizing that the oversale of insurance would increase 
lapsation, the company will not issue insurance that would 
increase a family^s premium outlay to an amount disproportionate 
to its income Within these established ^mits, the company 
has found that the early lapse rate is lower for families that spend 
somewhat more than the average proportion of income for insur- 
ance In one study families that had recently purchased weekly- 
premium policies were grouped into four classes according to the 
proportion of their income devoted to weekly premiums those 
using less than 1 per cent, 1 to 4 per cent, 4 to 7 per cent, and 7 
per cent or more of their income 
It was found that families that used less than 1 per cent of their 
income for weekly premiums had the highest early lapse rate; 
those that spent from 1 to 4 per cent had a somewhat lower lapse 
rate, those that used from 4 to 7 per cent had a still lower rate; 
and the lowest lapse rate was experienced among families that 
used 7 per cent or more of their income In the last group, the 
lapse rate was less than one-fourth as large as in the group that 
used less than 1 per centd 

The characteristics of Industrial life insurance are in them- 
selves powerful aids to continuing the insurance in force The 
regular weekly payment of small individual premiums permits 

^ This study also showed that the early lapse rate of weekly-premium 
pohcies was only two-fifths as high m families that abeady owned other 
such pohcies as m famihes m the same income group that did not 
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wage-earning families to maintain adequate programs without 
overburdening their weekly budgets with sudden large outlays 
for msurance. Many of them find it difficult to save money out 
of weekly wages to make payments monthly or less frequently. 
For such fanuhes weekly premiums are a necessity 

Many persons who would otherwise fail to pay premiums will 
continue their programs when payments are made convenient 
for them The regular call of the agent to receive preimums 
at the home not only makes the premium payment convenient 
but also is an important aid in overcoimng the temptation to 
divert the premium money to the purchase of some nonessential. 

The basis of agents^ compensation makes it to their interest to 
conserve insurance even after it has been in force for some time. 
Their collection commissions and conservation comnoissions are 
adversely affected by the lapse of any policies they service Nor 
IS it to their advantage for a policy to be surrendered unneces- 
sarily and replaced with new insurance, since no first-year com- 
mission is generally paid for such a resale 
The various types of policy changes described in Chap XVI 
have also aided m the conservation of life insurance in these 
families. The reinstatement of lapsed insurance has been facih- 
tated through the liberal conditions under which revival may be 
effected.^ 

The efforts of the compames to improve the persistency of 
Industrial life insurance have met with remarkable success, 
especially during more recent years, when increasing attention 
has been paid to this important subject Improved economic 
conditions have tended to reduce the lapse rate on newly issued 
as well as on older policies Yet improved economic conditions 
alone could not have brought about the marked decrease in the 
early lapse rate of Industrial life insurance experienced by the 
large Ordinary-Industrial companies 

In the company whose experiences are being used for illustra- 
tive purposes, the improvement in the lapse rate of policies within 
the first half year after issue was even greater than that foi 
pohcies which had been in force a longer time The lapse rate 
^Seep 39 
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in 1940 of weekly-premium policies within 26 weeks following 
issue was less than one-half of the rate experienced in 1935 In 
1943 it was less than one-third of the 1935 rate. During this 
period, the lapse rate within the first 4 weeks of insurance was 
reduced to an even greater extent. These results in part reflect 
the increasing effectiveness of the company's efforts to minimize 
the influence of the basic causes of lapsation, and to prevent other 
factors from causing unnecessary and avoidable lapses 
Relative Importance of Various Modes of Termination.- — ^The 
extent to which money devoted to Industrial prenoiums serves a 
useful purpose is reflected by the manner in which the policies 
finally terminate Analysis of the terminations of Industrial 
policies in one large company during 194^^ showed tljat, of all the 
premiums paid since issue ^ ^ 

31 5 per cent were paid on policies becoming death claims 
21 6 per cent were paid on policies maturing as endowments 
44 1 per cent were paid on policies surrendered for cash 
2 5 per cent were paid on policies expiring at the end of the period 
of nonforfeiture paid-up term insurance 
0 3 per cent were paid on policies lapsing without further value 
100 0 

Of the total premiums, 31 5 per cent were paid on policies that 
terminated as death claims. On some of these policies, premium 
payments had been discontinued before death occurred. For 
example, on some the nonforfeiture value had been taken in the 
form of paid-up term msurance and the full original amount of 
insurance was paid as a death claim; on others the nonforfeiture 
value had been taken in the form of paid-up insurance for a 
reduced amount But 30 5 per cent of the premiums were paid 
on policies that became claims for the full amount of msurance, 
either as premium-paying policies or as paid-up term insurance, 
and only 1 0 per cent on those which terminated for a reduced 
amount. 

A total of 21 6 per cent of the preimums were paid on endow- 
ment policies that matured Of these, 19 9 per cent were paid 

^ For details of this study see Appendix W, p 377 
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on policies that matured for their full amount, and 1 7 per cent 
on those which matured for a reduced amount under nonforfeiture 
options. 

Of the total premiums, 44 1 per cent were paid on policies 
that, after providmg insurance protection for an average period 
of 15 years, were surrendered to provide the family with cash. 

Only 2 5 per cent were paid on policies that expired at the end 
of their period of nonforfeiture paid-up term insurance, after 
providing insurance protection while premiums were being paid 
and during the succeeding term-insurance period. 

Even less, 0 3 per cent, were paid on pohcies that lapsed with- 
out further value. These pohcies had provided msurance pro- 
tection during the period for which premiums were paid (an 
average of 9 weeks) and for an average additional penod of about 
6 weeks The latter period consisted of the time between the 
signing of the apphcation and the date the policy w^ issued 
(about 2 weeks), and the grace period after the last premium 
payment. Therefore the insured had received protection for 
about 15 weeks 

Of course, the rate paid for insurance protection on policies 
that lapse without further value is higher than on policies that 
contmue in force for many years. The amount paid m pre- 
miums on these lapsing policies is generally very small, however 
A study of weekly-premium policies that lapsed without further 
value during 1942 showed that the average amount paid in pre- 
imums was only $2 20, in return for which the policyholder had 
received insurance protection for an average period of about 15 
weeks 

These figures, which show that practically all of these Indus- 
trial premiums were paid on pohcies which ultimately served a 
useful purpose, indicate the high degree of effectiveness that 
Industrial hfe insurance has attained in servmg wage-earning 
famihes. 

Millions of families have benefited through its payments m 
time of need The money paid in Industrial death claims pro- 
vides burial funds for hundreds of thousands of families each 
year. Beyond meetmg funeral costs, Industrial payments at 
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the breadwinner’s death usually help the family during readjust- 
ment to its new circumstances 

Industrial pohcies have also performed a valuable service 
through their payments in case of blindness or loss of limbs. 
Through endowment policies, many families have established 
a systematic program of savings in combination with life insur- 
ance protection As a by-product of these functions, Industrial 
life insurance has built up funds which the families can conveit 
into emergency capital — a benefit frequently as useful as the 
payment of the insurance at time of death. 

Industrial pohcyholders have benefited in other ways than 
through these monetary payments The health and welfare 
work of the three large Ordinary-Industrial companies, and 
especially the visiting-nurse service provided without specific 
extra charge by two of them, have bulged policyholders to enjoy 
longer syad healthier lives besides adding to their personal com- 
fort in time of illness 

Although a huge amount of life insurance is in force in the 
Umted States, American famihes as a whole still have less insur- 
ance than they might well own. Each year good progress is made 
in extending and enlarging life insurance ownership, and, for 
wage-earning famihes. Industrial life insurance is continuing to 
play an essential part m this work 
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Table 21 — Life Insurance in Force in United States Companies 
FROM 1890 TO 1943 * 


At end of 

Ordinary 

Industrial 

Group 

1890 

8 3,621,000,000 

8 429,000,000 


1891 

3.966,000,000 

480,000.000 


1892 

4,314,000,000 

584,000,000 


1893 

4,629,000,000 

663,000.000 


1894 

4,763,000,000 

803.000,000 


1895 

4,917,000,000 

821,000,000 


1896 

5,056,000,000 

887,000,000 


1897 

5,330,000,000 

996,000,000 


1898 

5,715,000,000 

1,110,000,000 


1899 

6,481,000,000 

1,293.000,000 


1900 

7,093,000,000 

1,469,000,000 


1901 

7,953,000.000 

1,641,000,000 


1902 

8,699,000,000 

1,807,000,000 


1903 

9,569,000,000 i 

1,978,000,000 


1904 

10,412,000,000 

2,136,000.000 


1905 

11,054.000,000 

2,310,000,000 


1906 

11,253.000.000 

2,454,000,000 


1907 

11,486,000,000 

2,577,000.000 


1908 

11,850,000,000 

2,669,000,000 


1909 

12,452,000,000 

2,968,000,000 


1910 

13,227,000,000 1 

3,177,000,000 


1911 

14,579,000,000 

3,424,000,000 


1912 

15,556.000,0Q0t 

3,709,000,000 


1913 

16,587,000,0001 

3,977,000,000 


1914 

17,425, 000, OOOt I 

4,164,000,000 


1915 

18.349,000,000t' 

4,428,000,000^ 


1916 

19.868,000, OOOt 

4,811,000,000 


1917 

21,966,000 000 j- 

5,223,000,000 


1918 

23,563,000,000 

5,703,000,000 

$ 604,000,000 

1919 

28,171,000,000 

6,607,000,000 

1,102,000,000 

1920 

33,455,000,000 ' 

7,190,000,000 

1,637,000.000 

1921 

36,378,000,000 

8,006,000,000 

1,599,000,000 

1922 

39,557,000,000 

8,887,000,000 

1,847,000,000 

1923 

44,227,000,000 

10,107,000,000 

2,469,000,000 

1924 

49,241,000,000 

11,344,000,000 

3,195,000,000 

1925 

54,567,000,000 

12,824,000,000 

4,299,000,000 

1926 

60,031,000,000 

14,187,000,000 

5,426,000,000 

1927 

65,044,000,000 

15,548,000,000 

6,430,000,000 

1928 

70,486,000,000 

16,686,000,000 

8,034,000,000 

1929 

76,123,000,000 

17,902,000,000 

9,121,000,000 

1930 

79,775,000,000 

18,287,000,000 

9,886,000,000 

1931 

80,657,000,000 

18,274,000,000 

9,954,000,000 

1932 

76,780,000,000 

17,265,000,000 

9,109,000,000 

1933 

71,919,000.000 

17,154,000,0001 

8,912,000,000 

1934 

71,299,000,000 

17,651,000,000 

9,593,000,000 

1935 

71,963,000,000 

18,298,000,000 

10,470,000,000 

1936 

73,737,000,000 

19,464,000,000 

11,466,000,000 

1937 

76,071,000,000 

20,691,000,000 

12,910,000,000 

1938 

77,266,000,000 

20,986,000,000 

12,803,000,000 

1939 

78,814,000,000 

21,140,000,000 

14,023,000,000 

1940 

81,069,000,000 

21,344,000,000 

15,382,000,000 

1941 

84,364,000,000 

22,280,000,000! 

18,029,000,000 

1942 

87,125,000,000 

23,340,000,0001 

19,862,000,000 

1943 (estimated) 

1 91,300,000,000 

25,000,000,000 

22,700,000,000 


Total 


4.050.000. 000 

4.446.000. 000 

4.898.000. 000 

5.292.000. 000 

5.566.000. 000 

5.738.000. 000 

5.943.000. 000 

6.326.000. 000 

6.825.000. 000 

7.774.000. 000 

8.562.000. 000 

9.594.000. 000 

10.506.000. 000 

11.547.000. 000 

12.548.000. 000 

13.364.000. 000 

13.707.000. 000 

14.063.000. 000 

14.519.000. 000 

15.420.000. 000 

16.404.000. 000 

18.003.000. 000 

19.265.000. 000 

20.564.000. 000 

21.589.000. 000 

22.777.000. 000 

24.679.000. 000 

27.189.000. 000 

29.870.000. 000 

35.880.000. 000 

42.282.000. 000 

45.983.000. 000 

50.291.000. 000 

56.803.000. 000 

63.780.000. 000 

71.690.000. 000 

79.644.000. 000 

87.022.000. 000 

95.206.000. 000 

103.146.000. 000 

107.948.000. 000 

108.885.000. 000 

103.154.000. 000 

97.985.000. 000 

98.543.000. 000 

100.731.000. 000 

104.667.000. 000 

109.572.000. 000 

111.055.000. 000 

113.977.000. 000 

117.795.000. 000 

124.673.000. 000 

130.333.000. 000 

139.000. 000.000 


Source for 1890-1942 Insurance Year Books, The Spectator Company 
* Data are for the total business of United States legal-reserve companies, includmg 
amounts in force outside the United States The estimated amount of such life insur- 
ance in force in the United States at the end of 1943, including that of foreign companies, 
was Ordinary, 889,200,000,000, Industrial, 824,500,000,000, Group, 822,400,000,000, total, 
8136,100,000,000 

t Includes Group life insurance 
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APPENDIX B 
GROUP LIFE INSURANCE 

On July 1, 1912, about 3,000 employees of Montgomery Ward 
& Go , Inc , were insured under a Group life insurance policy by 
the Eqmtable Life Assurance Society for an aggregate of approxi- 
mately $6,000,000. It is from the effective date of this policy 
that the history of this branch of life insurance is usually con- 
sidered to have begun 

Early in the development of Group life insurance, it became 
apparent that legislation was needed to standardize the business 
and to help establish it on sound principles Accordingly, the 
National Convention of Insurance Commissioners, at its Decem- 
ber, 1917, meeting, recommended to the various states the 
adoption of a standard defimtion of Group life insurance, as 
follows: 

Group life insurance is that form of life insurance covering not less 
than fifty employees with or without medical examination, written 
under a policy issued to the employer, the premium on which is to be 
paid by the employer or by the employer and employees jointly, and 
insunng only aU of his employees, or all of any class or classes thereof 
determined by conditions pertammg to the employment, for amounts 
of msurance based upon some plan which will preclude individual 
selection, for the benefit of persons other than the employer, provided, 
however, that when the premium is to be paid by the employer and 
employee jointly and the benefits of the policy are offered to all eligible 
employees, not less than 75 per cent of such employees may be so 
insured. 

This definition of Group life insurance was adopted by many 
states, and, with a few changes, has continued to serve as the 
basis of life insurance on the Group plan. 

Principles of Group Life Insurance, — Group life insurance in 
its most common form provides for insurance of the employees 
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of a business organization under a single master policy issued to 
the employer ^ Each insured employee receives an individual 
certificate, which states the benefits to which he is entitled and 
outlines the provisions in the master pohcy which principally 
affect him The employee can designate any beneficiary he 
wishes, other than the employer. 

The cost of the insurance is usually borne jointly by the 
employer and the employees, although in some cases the employer 
pays the entire premium When part of the cost is paid by the 
employees the plan is said to be contributory, and 'when the 
employer pays the entire cost the plan is noncontnbutory. For 
some years after the introduction of Group life insurance the 
entire premium was generally paid by the employer. However, 
the contributory plan soon became the more popular, and the 
great bulk of Group hfe insurance now in force is on that plan 

The contnbutory plan, because of its lower cost to employers, 
has made it practicable for more employers to assist in providing 
insurance for their employees More substantial amounts of 
Group life msurance have been purchased when the employees 
share the cost, and employees usually display more interest 
than under noncontributory plans where they do not always fully 
appreciate the J^enefits afforded at no cost to themselves 

A distinctive feature of Group hfe insurance is that it is 
written without medical examination, subject to the following 
requirements. 

At the inception of the contract, the insured group must consist 
of at least 50 lives Persons ehgible for the insurance must 
include either all employees or all of a class, provided the “ class 
IS determined by conditions pertaimng to the employment, for 
example, employees paid hourly wages. If the employer pays 
the entire cost, all the ehgible employees must be insured, if 
the employees contribute to the cost, at least 75 per cent of 

^ Group contracts have also been issued less frequently to other groups 
such as employee associations or units of the national guard The experi- 
ence under such forms has generally not been so satisfactory as with the 
employer-employee groups, although there have been some exceptions 
Some Group life msurance has also been issued to financial institutions or 
business firms to cover borrowers where repayments are made by mstalments 
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them must apply for the insurance before a policy is issued 
Some such minimum conditions are required to assure the likeli- 
hood of obtaining a normal distribution between healthy and 
less healthy hves ^ 

New employees entering employment after the Group life 
contract is issued are usually required to serve a probationary 
period — commonly 3 or 6 months — and must be actively at work 
at the end of that period to be eligible for insurance This 
requirement assures that only those will be insured whose health 
is sufficiently good to work the required period and eliminates 
unnecessary expense in administering insurance on transient and 
temporary employees* 

Under the noncontnbutory plan the insurance automatically 
becomes effective as soon as the employee is eligible Under the 
contributory plan, unless the employe# applies for insurance 
withm 31 days after becoming eligible, aonedical examination 
may be required 

The amount of insurance for each employee is definitely fixed 
by some rule or predeternamed schedule It may be fixed in 
accordance with wages, occupation, or other standard, or it may 
be the same for all employees If each employee could select 
the amount he desired, the less healthy hves would be insured for 
larger amounts than would the healthy hves, and the group would 
be subject to high mortality cost Hence, the use of a predeter- 
mined schedule also helps to control the mortality experience 

For contributory groups it is common practice to adopt a 
schedule based on broad wage groups, in which the amount of 
insurance increases as the employee's income changes from group 
to group, thus automatically adjusting the coverage to the 
employee’s status and to his ability to pay for it In many 
current schedules the amount of insurance is about equal to the 
employee’s compensation for 12 or 18 months. 

Under the contributory plan, each insured employee, without 
regard to age, pays a fixed level rate as his share of the cost, 
usually 60 cents or less a month for each $1,000 of insurance, 

^ Tke requirement that there must be at least 50 lives m the group also 
helps to maiutain a low admmistrative expense rate per msured life and, 
hence, a low net cost. 
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The balance of the cost is absorbed by the employer The 
employee’s contributiOHj in practically all cases, is less than the 
premium for individual term insurance even at the youngest age 
in the group, and, hence, less than the rate at which he could 
obtain msurance independently This is an important consider- 
ation as otherwise many young men would not participate in the 
plan. 

The liberal rules for eligibility for Group life insurance have 
been valuable in providing insurance protection to many persons 
who could not otherwise obtain protection because of physical 
defects or other reasons Moreover, the absence of a general 
requirement for medical examination has helped to maintain a 
low administrative cost. 

In most cases the minimum amount of Group life insurance 
provided for any one individual is $1,000, and a limit is placed 
on the maximum amount provided for any individual If 
very high amounts were permitted, the inclusion of executives at 
advanced ages, with some possibly not m good health, would 
exert a disproportionate effect on the average claim experience 
of the group Group hfe insurance is not intended to cover 
all the life insurance needs of any individual but is designed 
primarily to furnish moderate amounts of protection to rank- 
and-file employees and to supplement individual insurance 

Premiums. — When the employee is to pay part of the cost, 
he gives written authorization, at the time the application is 
made, for deduction of the contributioiisTrom his wages. The 
pay-«roll deductions are usually made monthly or weekly, depend- 
ing on the frequency with which employees are paid Under 
both contributory and noncontributory plans the insurance 
company receives the prennum from the employer — usually at 
monthly intervals, regardless (in contributory plans) of the 
frequency of pay-roll deductions. 

The total initial premium payable to the insurance company is 
calculated by adding together the individual premiums obtained 
by multiplying the amount of insurance on each employee by the 
premium rate at his attained age. From this total initial 
premium there is determined an average premium rate per $1,000 
of msurance for the group. The premium to be remitted by the 
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employer each subsequent month of the policy year is computed 
by multiplying this average premium rate by the number of 
$1,000 umts of insurance in force on all insured employees, 
regardless of age. 

The use of the average premium each month for the vaiious 
changes during the year in the amount of insurance in force — 
because of new employees, withdrawals, deaths, retirements, and 
other factors — aids in keeping administrative expense at a 
minimum. At the end of each policy year the employer, or the 
insurance company, may require that a new average premium be 
determined, using such schedule of premium rates by age as may 
then be deterimned by the insurance company 

The initial schedule of premiums by age is determined by 
the type of business in which the ;^rsons to be insured are 
engaged and by other circumstances aff^ting the risk At the 
end of each policy year, a review is made of the actual experience 
under the particular Group policy and of the total experience of 
the company on all Group life insurance to determine what 
return, if any, can be made for the previous policy year, either as 
dividends or as retroactive adjustments of premiums, and whether 
any change m the scale of premiums is advisable 

Benefits and Options. — Since premiums for Group life insur- 
ance are usually on the 1-year-renewable-term basis, and since 
no level-premium reserves are accumulated, nonforfeiture values 
are not provided. However, upon leaving the service of the 
employer the employee has the right to obtain some permanent 
form of individual life insurance issued by the same company. 
Evidence of insurability is not required, but he must make appli- 
cation to the insurance company within 31 days after termination 
of his employment. The new pohcy will be issued for an amount 
not in excess of the employee's hfe insurance under the Group 
policy, but at the premium rate applicable to his attained age 
and to the class of risk (as determined by such factors as occupa- 
tion) to which he belongs at the time of application 

In New York the law provides that upon termination of master 
policies issued for delivery in that state since Jan 1, 1940, all 
employees who have been insured for at least 5 years are entitled 
to the privilege of obtaining an mdividual policy under the same 
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conditions as upon tormination of employment However, the 
master policy may provide that the amount may be limited to 
$2000 or, if less, the amount of insurance under the Group policy 
reduced by the amount of any other Group life insurance for 
which the employee may become eligible witbn 31 days A 
similar law exists m Massachusetts and in New Jersey At least 
one company has extended this privilege to employees being 
insured under policies newly issued in all states 

Most Group life policies provide that upon continued payment 
of the premium, employment may be deemed to continue for a 
limited period during a temporary layoff or leave of absence. 
It is also the general practice for employers to continue Group 
coverage on their employees indefimtely in the event of absence 
due to sickness or injury. 

Many Group life insurance policies issued today also provide 
that if an insured employee becomes totally disabled while under 
age sixty, and is thereby prevented from performing any work for 
compensation or profit, his Group life insurance protection will 
continue without the payment of further premiums as long as the 
total disability continues, provided periodic pi oof of the con- 
tinuance of such total disability is submitted 

Extent of Group Coverage. — Group life insurance has steadily 
increased in volume in the Umted States since its inception in 
1912 (except for moderate decreases during the depression years 
of 1921, 1932, and 1933, and a slight decrease in 1938) At the 
end of 1943 approximately 12,300,000 employees in 28,000 sepa- 
rate organizations were covered for a total of more than $22,000,- 
000,000 of Group hfe insurance, comprising one-sixth of the total 
life insurance in force in this country in legal-reserve companies. 

Since its introduction, more than $1,500,000,000 has been paid 
in death benefits to beneficiaries of Group life certificate-holders 
in the United States A total of $145,000,000 was paid in 1943 
alone 

Not all Group life insurance is on the hves of wage eaineis, since 
executives and salaried employees are also covered How’^evei, 
most of it IS concentrated on persons of the lower-mcome group, 
and it has made an effective contribution to their security and 
to the welfare of their families 
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METROPOLITAN WEEKLY-PREMIUM INDUSTRIAL 
POLICY FORM— 1879 EDITION 



Fio 9 —Facsimile of Metropolitan’s first Industrial policy form 
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METROPOLITAN WEEKLY-PREMIUM INDUSTRIAL 
POLICY FORM— 1943 EDITION 

The weekly-premium Industrial policy form currently issued 
in the United S-tates by the Metropolitan is reproduced on the 
following pages. The form illustrated is that on the life-paid-up- 
at-age-65 plan, as issued to persons of ages twenty to twenty- 
nine The War Rtsk and Aviation Provisions reproduced on 
page 254 are printed on a separate sheet that is attached to and 
made a part of the policy 


[Page 1] 

METROPOLITAN LIFE INSURANCE COMPANY 
PROMISES TO PAY 

upon receipt of due proof of the death of the Insured named in the 
Schedule on page 4 [page 253], and upon surrender of this Pohcy, the 
Amount of Insurance stated in such Schedule to the Beneficiary, 
subject to the provisions of the paragraph entitled ‘‘Facihty of Pay- 
ment” and subject to the rights of the assignee of record, if any. 

Facility of Payment. — ^If the Beneficiary does not surrender this 
Policy with due proof of death within 60 days after the death of the 
Insured, or if the Beneficiary is the estate of the Insured, or is a minor or 
mcompetent, or dies before the Insured, the death benefit will, upon 
surrender of this Policy with due proof of death, be paid to the executor 
or administrator of the Insured, but in any such case the Company 
may, in lieu of payment to the executor or administrator, pay the 
death benefit to any person named as Beneficiary, or to any relative 
by blood or connection by marriage of the Insured appearing to the 
Company to be equitably entitled to such payment The Company 
may, if the Insured is a minor or incompetent, make any other pay- 
ment or grant any benefit provided in the Policy to any of the persons 
described in this paragraph 
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Premiums —The consideration for this Policy is the payment of a 
first premium in the amount stated in the Schedule on page 4 [page 253], 
and of a like weekly premium on each Monday succeeding the date of 
issue, until the anniversary of the date of issue of the Policy npxt after 
the Insured has attained the age of 64 years, or until the prior death of 
the Insured If any premium is not paid when due, this Policy shall 
lapse, subject to the provisions for grace period and for Nonforfeiture 
Benefits 

Grace Penod. — grace period of four weeks shall be granted for the 
payment of every premium after the first, during which period the 
Policy shall continue m full force. If the Insured dies during such 
period any overdue premium shall be deducted from the amount 
otherwise payable 

Reinstatement. — ^If this Policy shall lapse, it may be reinstated within 
two years from the due date of the first premium in default, unless the 
Cash Surrender Value has- been paid, upiii production of evidence 
of insurability and good health satisfactory to the Company and the 
payment of all overdue premiums. 

When Pohcy Is Incontestable and When Voidable. — ^This Policy 
shall be incontestable after it has been in force during the lifetime of 
the Insured for a period of one year from its date of issue, except for 
nonpayment of premiums. 

Subject to the foregoing provision, if within two years prior to the 
date of issue of this Pohcy, the Insured has received institutional, 
hospital, medical, or surgical treatment or attention, and the Insured 
or any claimant under the Pohcy fails to show that the condition 
occasiomng such treatment or attention was not of a serious nature or 
was not material to the risk, this Policy shall be voidable by the Com- 
pany either before or after any claim, unless reference to such institu- 
tional, hospital, medical, or surgical treatment or attention is endorsed 
on this Policy by the Company, provided, however, that this Policy 
shall not be voidable because of absence of endorsement referring to 
any information which was disclosed in a written application for this 
Policy. 

If this Policy is voided by the Company, the Company will return 
the premiums paid. 

Efiective Date. — This Policy shall take efiect on the date of issue 
stated in the Schedule on page 4 [page 253] 

Entire Contract — ^This Policy mcludes all matter printed or written 
by the Company on this and the following pages and constitutes the 
entire agreement. None of its terms can be waived by any agent nor 
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be changed except by an endorsement on this Policy signed by the 
Secretary 

In Witness Whereof, the Metropolitan Life Insurance Company 
has caused this Policy to be executed on the date of issue stated in the 
Schedule on page 4 [page 253] 


Secretary. Prestdent 


POLICY SUBJECT TO ATTACHED WAR 
RISK AND AVIATION PROVISIONS 

Whole Life Industrial Policy Weekly Premiums, Payable until Anniver- 
Ages 20 to 29 sary of Pohcy after Age 64 or until Prior 

Form 8228 — 142 Death Annual Distribution of Divisible 

Surplus 


[Page 2] 

PROVISIONS AND BENEFITS 

Option to Surrender within Three Weeks. — ^If this Policy is not 
satisfactory it may be surrendered for cancelation, within three weeks 
from its date of issue, at the District OfRce through which it was 
delivered, and the premium or premiums paid will be returned 

Benefit in Event of Loss of Eyesight or Limbs — As Limited Herein. — 
Upon receipt of due proof that the Insured has suffered 

(а) the loss by severance of both hands at or above the wrist jomts, 
or of both feet at or above the ankle joints, or of one hand and 
one foot at or above the wrist and ankle joints, or the irrecover- 
able loss of the entire sight of both eyes and has survived such 
loss of sight for 30 days, or 

(б) the loss by severance of one hand at or above the wrist j‘oint, or 
of one foot at or above the ankle jomt, 

total and permanent disability will be deemed to exist, and the Com- 
pany will pay to the Insured if living, and otherwise in the same manner 
as the death benefit, m case (a), an amount equal to the amount of 
insurance that would be payable under the Schedule on page 4 [page 
253] in the event of death on the date of such loss, or in case (5), one 
half of such amount. The aggregate amount of such payments shall 
never exceed the amount of insurance stated in the Schedule on page 
4 [page 253]. In either case (a) or case (6), after the receipt of such 
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proof, the Policy will, upon endorsement by the Company, be con- 
tinued for its full amount without payment of future premiums. In all 
cases this benefit shall be granted only if such loss occurs (1) while 
premiums are not in default beyond the grace period, and (2) solely as 
the result of disease contracted after or injury sustained after the date 
of issue. This benefit shall not be granted if any such loss is self- 
inflicted or if it occurs while the Insured is in the military, naval, or air 
forces of any country at war. This benefit is granted without specific 
extra premium, the cost being included in the premium for this Policy. 

Benefit in Event of Death by Accidental Means — As Luhited Herein. 
Upon receipt of due proof that the death of the Insured'* resulted, 
directly and mdependently of all other causes, from bodily injuries 
caused solely by external, violent, and accidental means, the Company 
will pay, as an additional death benefit, an amount equal to the amount 
payable under the Schedule on page 4 [page 253 J. The additional 
benefit shall be payable only if (1) such injuries wer# sustained by the 
Insured after attaining age 10 and before attaining age 65, and (2) 
death occurs within 90 days from the date of such injuries and while 
premiums are not in default beyond the grace period. The additional 
benefit shall not be payable if the Insured^s death (a) is caused or 
contributed to by disease or bodily or mental infirmity or medical or 
surgical treatment therefor or infection of any nature unless such 
infection is incurred through an external visible wound sustained 
through violent and accidental means, or (6) is the result of self-destruc- 
tion, whether sane or insane, or (c) is the result of travel or flight m any 
species of aircraft, except as a fare-paying passenger, or (d) is the result 
of participating in or attempting to commit an assault, or (e) occurs 
while in the military, naval, or air forces of any country at war. The 
additional benefit shall be reduced by any amount payable as Benefit 
in Event of Loss of Eyesight or Limbs as a result of the same injuries. 
This benefit is granted without specific extra premium, the cost being 
included in the premium for this Policy. 

Misstatement of Age. — ^If the age of the Insured has been misstated 
in the Schedule on page 4 [page 253], the amount payable and every 
benefit accrumg under this Policy shall be such as the premium paid 
would have purchased at the correct age. 

Participation — Dividends. — ^This Policy is a participating contract 
except when continued as Paid-up Term Insurance. 

The Company shall annually ascertain, apportion and distribute as a 
dividend any divisible surplus which will accrue on this Policy on 
January first of each year. 
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While this Policy is in force as a premium paying policy such divi- 
dend shall be applied, (a) to the payment of premiums on this Pohcy, 
and evidence of such payment shall be given as soon after January first 
as may be practicable, or (b) in whole or in part in such other manner 
as may be approved by the Superintendent of Insurance of the State of 
New York 

If this Pohcy IS continued in force as Paid-up Whole Life Insurance 
the dividend shall be apphed to the purchase of a paid-up addition to 
the sum insured 

Note — ^There will probably be no divisible surplus accruing on this 
Policy for several years after the date of issue. 

Refund on Direct Payment of Premiums, — ^If, while premiums are 
not in default beyond the grace period, notice is given to any Office of 
the Company which maintains an account for receiving direct payment 
of premiums, that premiums will m future be paid directly to such an 
Office, and if premiums are so paid contmuously for a period of one 
year without default beyond the grace period, the Company will, at 
the end of such year, refund 10 per cent of the total of the year’s pre- 
miums so paid, if there is default in such payment of premiums beyond 
the grace period, followed by revival of the Policy without the services 
of an Agent, such refund will be made, but will be reduced for each such 
default by 10 per cent of the premiums due on the date of the applica- 
tion for revival, unless premiums for more than 26 weeks were then 
due, in which case no refund will be granted as to premiums which were 
then due or as to premiums paid prior to default, 

A s imil ar refund will be made annually upon continuous payment of 
premiums in the same manner. 

Beneficiaries. — ^The Insured may at any time, by written request, 
designate or change the beneficiary, subject to the nghts of the assignee 
of record, if any. No designation of a beneficiary shall be binding 
upon the Company unless endorsed on this Policy by the Company 
The Company may endorse such a designation after the death of the 
Insured, effective as of the date of execution of the designation. T^e 
Company may refuse to endorse the name of any proposed beneficiary 
who does not appear to the Company to have an insurable interest in 
the life of the Insured. 

Assignabihty. — This Pohcy may be assigned to any national bank, 
state bank, or trust company, but any assignment or pledge of this 
Policy or of any of its benefits to an assignee other than one of the fore- 
going shall be void No assignment of this Pohcy shall be binding upon 
the Company unless and until it has been filed with the Company at 
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its Home Office or one of its Head Offices The Company assumes no 
obligation as to the vahdity or sufficiency of any assignment 

Option of Conversion to Insurance with Less Frequent Premium 
Payments. — ^While premiums are not m default beyond the grace 
penod, upon proper written request and upon presentation of evidence 
of insurability of the Insured satisfactory to the Company, the Insured 
may, with the consent of the assignee of record, if any, convert the 
insurance under this Pohcy and any other policies of weekly premium 
Industrial insurance issued by this Company on the life of the Insured to 
any form of Life insurance with less frequent premium payments 
regularly issued by the Company, in accordance with terms and condi- 
tions agreed upon with the Company- Provided, however, the privi- 
lege of making such conversions need be granted only if the Company’s 
weekly premium Industrial policies on the life insured, in force as 
premium paying insurance and on which conversion is requested, grant 
benefits in the event of death, exclusive of additional benefits in the 
event of death by accident or accidental means and exclusive of any 
dividend additions, in an amount not less than the minimum amount 
of such msurance with less frequent premium payments issued by the 
Company at the age of the Insured on the plan of Industrial or Ordinary 
insurance desired 

Conformity with State Statutes. — ^Any provision of this Pohcy which 
is, on the date of issue, in conflict with the statutes of the State in which 
this Policy is issued or delivered is understood to be amended to con- 
form to such statutes 


[Page 3] 

NONFORFEITURE BENEFITS 

(Available on Surrender or Lapse) 

Paid-up Term Insurance. — ^After premiums have been paid for the 
respective periods specified in the table below, m event of default 
m the payment of any subsequent premium, this Pohcy will be auto- 
matically contmued, commencmg as of the due date of the first pre- 
noium in default, as nonparticipating Paid-up Term Insurance (without 
the Benefit in Event of Loss of Eyesight or Limbs and the Benefit in 
Event of Death by Accidental Means) for the amount stated m the 
Schedule on page 4 [page 253], plus the amount of any paid-up dividend 
additions, and for the term specified m the table below, but modified m 
accordance with the clause entitled Basis of Nonforfeiture Values if 
indebtedness to the Company or paid-up dividend additions exist 



Term of Automatic Paid-up Term Insurance for a Policy without Indebtedness and without Paid-up 
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Paid-up Whole Life Insurance. — ^Within 13 weeks after default in 
premium payment, after premiums have been paid for the respective 
number of years specified in the table below, upon written application 
by the Insured or by the assignee of record, if any, and presentation of 
this Policy for endorsement, the Company will, in lieu of Paid-up Term 
Insurance, continue this Policy as participating Paid-up Whole Life 
Insurance (without the Benefit in Event of Loss of Eyesight or Limbs 
and the Benefit in Event of Death by Accidental Means) for the 
reduced amount of insurance stated m the table below, but modified in 
accordance with the clause entitled Basis of Nonforfeiture Values if 
indebtedness to the Company or paid-up dividend additions exist. 
Such insurance shall be payable at the same time and under the same 
conditions as this Policy 
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20 

years 

$51 SO 
51 39 
50 43 
49 44 
49 01 

47 98 
47 51 
46 43 
45 94 
45 44 

19 

years 

$49 67 
49 29 
48 37 
47 43 
47 03 

46 05 
45 61 

44 58 
44 11 
43 63 

18 

years 

$47 49 
47 14 
46 27 
45 38 
45 00 

44 07 
43 67 
42 69 
42 24 
41 78 

17 

years 

$45 26 
44 93 
44 11 
43 27 
42 92 

42 05 
41 67 

40 74 
40 33 
39 89 

16 

years 

$42 98 
42 67 
41 90 
41 12 
40 79 

39 97 
39 62 
38 75 
38 36 
37 96 

15 

years 

$40 65 
40 36 
39 64 
38 91 
38 61 

37 85 
37 52 
36 71 
36 35 
35 97 

14 

years 

$38 05 
37 79 
37 13 
36 46 
36 19 

35 49 
35 20 
34 46 
34 12 
33 78 

13 

years 

$35 40 
35 17 
34 56 
33 95 
33 71 

33 07 
32 81 

32 12 
31 83 
31 52 

12 

years 

$32 69 
32 49 
31 93 
31 38 
31 17 

30 59 
30 37 
29 75 
29 49 
29 21 

11 

years 

$29 93 
29 74 
29 25 
28 75 
28 58 

28 06 
27 86 
27 31 
27 08 
26 84 

10 

years 

$27 11 
26 94 
26 51 
26 06 
26 92 

25 46 

26 30 

24 81 
24 62 
24 41 

9 

years 

$24 23 
24 09 
23 71 
23 32 
23 21 

22.81 
22 68 

22 25 
22 09 
21 92 

8 

yeais 

$21 30 
21 18 
20 85 
20 52 
20 43 

20 09 
19 99 

19 63 
19 51 
19 37 

7 

years 

$18 32 
18 22 
17 94 
17 67 
17 60 

17 32 
17 26 

16 96 
16 86 
16 76 

6 

years 

$15 29 
15 20 
14 98 
14 76 
14 72 

14 50 
14 46 

14 22 
14 16 
14 08 

5 

years 

$12 20 
12 14 
11 96 
11 79 
11 77 

11 62 
11 60 
11 43 
11 40 
11 35 

QQ 
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I 
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>> 

$5 84 
5 83 
5 77 
5 71 
5 73 

5 69 
5 72 
5 67 
5 69 
5 71 
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Cash Surrender Value. — ^After this Policy has been in force for the 
respective number of years specified in the table below with all due 
premiums paid, upon written application and the surrender of this 
Policy, the Company will pay to the Insured or to the assignee of 
record, if any, the Cash Surrender Value stated m the table below, plus 
the reserve on any paid-up dividend additions and less any indebtedness 
to the Company, provided that if the Policy shall have lapsed, the 
application for such Cash Surrender Value must be made within 13 
weeks after the due date of the first premium m default 

After premiums upon this Policy have been paid for at least three 
years, the insurance provided under the clause entitled Paid-up Term 
Insurance or the clause entitled Paid-up Whole Life Insurance may be 
surrendered at any time for the reserve on such insurance at the date of 
such surrender. 

The Company may defer the payment of any Cash Surrender Value 
for a period not to exceed 90 days after the request therefor is received 
by the Company If the payment of the Cash Surrender Value is so 
deferred for a period of SO days or more, interest at the rate of 2% per 
cent per annum shall be paid for the period of deferment 



Cash Surrender Values (on the Basis of a Weekly Premium op 5 Cents) for a Policy without Indebtedness 
AND without Paid-up Dividend Additions, after the Policy Has Been in Force with All Due 
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20 

yeais 
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19 

years 

$25 28 
25 57 
25 58 
25 57 
25 83 

25 77 

25 99 

1 25 87 

26 05 
26 22 

18 

years 

$23 70 

23 99 
! 24 01 

24 00 
! 24 26 

24 21 
24 43 
24 33 
24 51 
24 67 

17 

years 

$22 15 
22 42 
22 46 
22 45 
22 70 

22 67 
22 89 
22 80 

22 98 

23 16 

1 

16 

years 

$20 62 
20 88 
20 91 

20 92 

21 17 

21 14 
21 36 

21 28 
21 47 
21 63 

15 

years 

$19 12 
19 37 
^ 19 40 
19 42 
19 65 

19 64 
; 19 85 

1 19 79 

19 96 

20 13 

14 

years 

$17 55 
17 78 
17 82 

17 84 

1 18 06 

18 06 
18 26 
18 22 
18 39 
18 55 

13 

years 

$16 00 
16 22 
16 26 
16 29 
16 50 

16 50 
16 70 
16 67 
16 83 

16 99 

12 

years 

$14 48 
14 68 
14 72 
14 76 
14 90 

14 97 

15 16 

15 14 
15 30 
15 45 

11 

years 

$13 00 
13 18 
13 22 
13 26 
13 44 

13 46 
13 64 
13 63 
13 78 
13 92 

10 

years 

$11 54 
11 70 
11 74 
11 78 
11 95 

11 98 

12 14 

12 14 
12 29 
12 42 

9 

years 

$10 11 
10 25 
10 29 
10 33 
10 49 

10 61 
10 67 
10 67 
10 81 
10 94 

8 

years 
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Basis of Nonforfeiture Values. — The net value used in determining 
any nonforfeiture benefit after premiums have been paid for three years 
is the reserve on this Policy on the basis specified below (exclusive of 
any reserve on the Benefits m Event of Loss of Eyesight or Limbs and 
in Event of Death by Accidental Means) less an amount which at the 
end of the third policy year does not exceed 2.5 per cent of the amount 
of msurance stated in the Schedule on page 4 [page 253], and which 
amount decreases with duration until the end of the fifteenth policy 
year, at which time and thereafter the net value is the full reserve 
If there is any indebtedness to the Company for which this Policy is 
security, such indebtedness, including interest then accrued, will be 
deducted from the net value otherwise apphcable to the purchase of 
any nonforfeiture benefit If there are paid-up dividend additions on 
the Pohcy, the reserve on such additions will be added to the net value 
otherwise applicable to the purchase of any ncpfoi^eiture benefit 
The reserves and net single premiums for the Nonforfeiture Benefits 
are based upon the 1941 Standard Industrial Mortality Table with 
interest at 2M per cent per annum (the formula providing for imme- 
diate payment of death benefits and payment of premiums only to the 
end of the week in which death occurs). 
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Fig, 10 — Facsimile of top half of page 4 of Industrial policy 
NOTICE TO POLICYHOLDER 
Please Read Your Policy Carefully 


An election of Directors of the Company is held at the Home Office 
m New York on the second Tuesday in April of every odd-numbered 
year The holder of this Policy, after one year from its date of issue, 
while it^remams in force, will have a right to vote either in person, or by 
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proxy^ or by mail For particulars as to how to vote, apply to the 
Secretary, 1 Madison Avenue, New York, N Y Section 198 of the 
New York Insurance Law requires the Board of Directors to nominate 
candidates described as the “Administration Ticket,'^ and permits 
groups of policyholders to make other nominations not less than five 
months prior to the election. 

Any benefit or value payable under this Policy can be obtained, with- 
out help or alleged influence of outside parties, through the ofiice 
through which premiums have been paid or through the Home Office 
or one of the Company’s Head Offices There is no need to pay anyone 
a fee for alleged services in collecting any sum which is rightfully due 
under this Policy The Company wishes to pay every proper claim 
without delay, and any representative of the Company will be glad to 
render assistance without charge. 

If It Becomes Impossible to Continue Payment of Premiums, Preserve 
This Policy Because of Such Protection As May Still Be Afforded Under 
Its Pfovisions. 


WAR RISK AND AVIATION PROVISIONS 

The Following Provisions Are Part of the Policy to Which They Are 

Attached 

It is agreed that notwithstanding any contrary provision, the following 
are risks not assumed under this Policy 

(a) Death resulting from an act of war, which act occurs while the 
Insured is in the military, naval, or air forces of any country and is out- 
side the continental limits of the United States of America (including 
Alaska), the Domimon of Canada, and Newfoundland, but only if 
death occurs within six months after such act. 

{h) Death as a result of travel or flight in any kind of aircraft, or of 
descending from such aircraft while in flight, unless the Insured is 
being transported on such aircraft without duties relating to such air- 
craft or descent therefrom. 

If the Insured shall die as a result of a risk not assumed, referred to 
above, the liability of the Company shall be limited to the amount, 
determined as of the date of death, of the reserve on this Policy and on 
any paid-up dividend additions thereto, plus the amount of any divi- 
dend accumulations and less any indebtedness on this Policy. 

METROPOLITAN LIFE INSURANCE COMPANY, 


Secretary 



APPENDIX E 
JUVENILE POLICIES 


The policy form reproduced in Appendix D and described in 
Chap. II is typical of those currently issued in the United States 
by one large company to persons 10 or more years old The same 
provisions are included in this company’s juvmtle policies (those 
issued on the lives of children under age ten), except that in the 
provisions settmg forth the amount of msurance certain modi- 
fications appear that have been characteristic of policies issued 
on the lives of young children. 

Death rates generally rise with increased age More deaths 
will occur withm a year among persons who are 70 years old than 
among an equal number who are 20 years old. There is an 
exception to this rule, however, during the first 12 years of hfe 
death rates fall with increase in age A much larger proportion 
of infants will die during the first year of hfe, for instance, than 
during the second year. According to the 1941 Standard Indus- 
trial Mortality Table, the death rate at age one next birthday 
is higher than in any subsequent year of hfe up to age fifty-nine. 
Hence, the cost of insurance protection will be greater in the first 
few years of life than for many years thereafter 

If a level amount of insurance were provided each year through- 
out hfe in pohcies issued at very young ages, the cost of the 
insurance in the first few years might be greater than the level 
basic annual premium for such pohcies. Purthermore, the 
amount of insurance needed at the very young ages is less than in 
later years. Therefore, it is customary to provide a smaller 
amount of insurance protection in the early years of hfe than 
later The amount of insurance under a pohcy issued at the 
very young ages generally increases for several years and then 
remains constant. 
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The accompanying table shows the amounts of insurance 
payable on a weekly-premium life-paid-up-at-age-65 policy, 
issued by one large company on the life of a child under ten years 
of age Only one line in the table, determined by the child^s age 
when the policy is issued, is applicable to any particular policy. 
The entire schedule is printed in these policies to reduce the 
number of different policy forms in use and to reduce the need 
for issuing a new policy in case it is later discovered that there 
has been a misstatement of age 

Table 22 — Amounts Payable for Each 5 Cents of Weekly Premium* 


Amount payable provided death occurs after the pohcy has 

been m force from the date of issue for the following periods 
Age 


at issue 

Under 

1 year 

1 year 

2 years 

3 years 

4 years 

5 years 
and over 

1 

$ 25 

$ 50 

$ 75 

$100 

$125 

$150 

2 

50 

75 

100 

125 

146 

146 

3 

75 

100 

125 

142 

142 

142 

4 

100 

i 125 

I 

139 

139 

139 

139 

1 

5 

125 

136 

136 

136 

136 

! 136 

6 

133 

133 

133 

133 

1 133 

133 

7 1 

131 

131 

131 

131 

131 

131 

8 

128 

128 

128 

128 

128 

128 

9 

125 

! 125 

1 

125 

125 

125 

1 125 


* If the premium is 10, 15, or 20 cents, these amounts should be multiplied by two, three, 
or four, respectively. 


In the early days of Industrial life insurance, some persons 
believed that insurance on young children would encourage 
speculation on their lives and might lead to infanticide. This 
fear has long since been proved groundless However, it gave 
rise to legislation in several states restricting the amount of 
insurance that could be paid at the death of young children, even 
though companies had voluntarily adopted hmits which restricted 
juvenile insurance to reasonable amounts. 

These legal limitations have been modified from time to time 
or repealed, and such a law is now effective only m the State of 
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New York, where the limitations are also intended to prevent 
issuance of a disproportionate amount of a family insurance 
on its children ^ 

In view of these legal hmitations, Industrial pohcies issued at 
juvenile ages on residents of New York State include a provision 
headed, Legal Limits on Amount of Insurance Taken Out in 
the State of New York on Persons Under Age 14 Years and 6 
Months Under this provision the total amount of insurance 
payable under the pohcy may not be greater than the excess of 
the specified hnoit over the amount of insurance under all pre- 
viously issued policies in force in any company on the same life! 
In the apphcation the amount of any existing insurance is called 
for, so that the company may avoid issuing new insurance that 
would make the total amount on a child’s life exceed the legal 
limits The legal limits, as contained in the policy, are reproduced 
in Table 23 

Table 23 — Legal Limit op Insitraxce as Deteemcineb by the Attaineb 


Age op the Insueeb 


Under 

6 

months 
of age 

6 

months 
to IM 
years 

years to 

years 

2K 

years to 

years 

years to 

lOM 

years 

lOM 

years to 
11^ 
years 

IIM 
years to 

12K 

years 

mi 

years to 

years 

13K 

years to 

14H 

years 

$100 

$200 

$300 

$400 

$1,100 

$1,200 

$1,300 

$1,400 

$1,500 


^ Because of legal restrictions in some states, Industrial life insurance was 
not issued by the three large Ordinary-Industrial companies to children 
under one year of age until 1923. In that year these restrictions were 
removed except in Nebraska and Colorado where they were removed m 
1925 and 1941, respectively Industrial life msurance is now issued in all 
states on the lives of children from birth on 
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PROVISIONS OF INDUSTRIAL POLICIES OF 31 
COMPANIES 

The provisions of an Industrial policy contract currently 
issued by one large company were examined in detail in Chap. II 
This policy is reproduced in Appendix D Although it has been 
impractical to examine the pohcies of all companies transacting 
Industrial life insurance in the United States, a comparison 
has been made of the provisions of the Industrial policies issued 
in 1943 by the 31 largest companies ^ These companies together 
have 95 per cent of the total amount of Industrial life insurance 
in force in United States companies. The pohcies examined in 
this appendix are those on the whole-life plan or on the plan most 
nearly comparable to it. 

In the analysis of these pohcy contracts the 31 companies are 
divided into three groups The first group consists of companies 
with more than $1,000,000,000 of Industrial life insurance in 
force. The three in this group will be referred to as large com- 
panies The second group consists of those with at least $100,- 
000,000 but less than $1,000,000,000 in force. The 13 in this 
group will be referred to as med%um companies. The remaimng 
15 companies all had less than $100,000,000 but more *than 
$50,000,000 in force, and will be referred to as small companies ^ 

The pohcies analyzed are those in general use. No attempt 
has been made to comment on special endorsements which are 

^ The policies analyzed were those issued during the early part of 1943 
Subsequently, the author learned of certain changes made in the pohcies 
bemg issued by one medium and three small companies and the statistics 
herem were amended accordmgly, 

^The amounts of msurance in force that served as the basis for the 
division mto these three groups are those contamed in the 1943 edition of 
the Insurance Year Book published by The Spectator Company, 
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placed on policies only under certain conditions or which are 
placed on pohcies issued only in certain states to make their 
provisions conform to local legislation The major policy pro- 
visions will be listed in the same order as w^as followed in Chap* II. 

The analysis has been presented in tabular form and indicates, 
for each type of policy provision, (1) the percentage of the total 
amount of Industrial life insurance (issued m 1942 by the 31 
companies) which was issued by the companies whose current 
policies included a provision of that type, and (2) the number of 
such companies in each of the three size categories 
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Table 24 — ^Analysis of the Principal Provisions op the Industrial 
Policies of 31 Companies 



Per cent 
of m- 

surance 

issued 
to which 
provision 
is appli- 
cable 

Number of the 31 com- 
panies using provision 

Policy provision 

% 

Large 

(3) 

Medium 

(13) 

Small 

(15) 

Clames Concerning the Payment of the 
Death Benefit' 
beneficiaries: 

The policies of all companies provide 
for designation of a beneficiary and 
permit the msured to change the benefi- 
ciary substantially as specified in the 
provision explained on page 31 

100 0 

3 

13 

15 

facility op payment: 

All but one of the policies contain a 
facility-of -payment clause The pnn- 

97 7 

3 

12 

^ 15 

cipal variations in details are as 
follows 

1 Type of payment to which the clause 
apphes 

a All payments under the policy 

1 56 8 

! 2 

6 

8 

h. Death benefits only 

40 9 

' 1 1 

6 

7 

2. When the clause is operative 

a Substantially the same as in the 
clause explamed on page 32 

69 0 

1 

3 

5 

10 

h The same as above, but no time 
hmitation withm which benefi- 
ciary must present claim 

17 2 

I 

0 

4 

i 0 

c. Operative only if the beneficiary 
IS not alive 

3 8 

0 

1 

2 

d Operative under all circum- 
stances at the option of the 
company 

7 7 

0 

2 

3 

3, Persons to whom payment may be 
made. 

a Substantially the same as m the 
clause explamed on page 32 

67 3 

[ 

3 

5 

7 
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Table 24. — ^Analysis of the Principal PBovisroNs op the Industsial 
Policies op 31 Companies — (ConUmied) 



Per cent 
of m- 

Number of the 31 com- 
pames usmg provision 

Policy provision 

surance 

issued 
to which 
provision 
is appli- 
cable 

Large 

(3) 

Medium 

(13) 

SmaE 

(15) 

h The same as above, but also to 
other persons who may appear 
to be equitably entitled to such 





payment 

ASSIGNMENT* 

30 4 

0 

7 

8 

1. Specifically prohibited 

2 Permitted only to bankmg mstitu- 

48 1 

2 

3 

11 

tions as explamed on page 33 

3 Permitted if the company is duly 

21 3 

1 

0 

1 1 

notified ... 

10 2 

0 

2 

i 1 

4 Not mentioned in the policy 
incontestability: 

20 4 

0 

8 

2 

1. After 1 year from date of issue . 

69.5 

3 

4 

3 

2 After 2 years from date of issue 

28 7 

0 

8 

12 

3 From date of issue, except for fraud 
voidability: 

1 A copy of the apphcation is attached 
to the contract and hence becomes 
the basis of any contest of the policy, 
there are no other provisions for 

1 8 

0 

1 

1 

0 

voidabihty 

2 The pohcy is voidable within the 
contestable period on the basis of 
certam conditions specified in the 

18 4 

1 

0 

0 

policy 

The conditions that may render a 
pohcy voidable vary among the 
companies, the prmcipal conditions 
bemg: 

81 6 

2 

13 

15 
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Table 24 — Analysis op the Principal Provisions op the Industrial 
Policies op 31 Companies — {Continued) 



Per cent 
of in- 
surance 

issued 
to which 
provision 
IS appli- 
cable 

Number of the 31 com- 
panies usmg provision 

Policy provision 

Large 

(3) 

Medium 

(13) 

Small 

(15) 

a .Undisclosed medical, surgical, 
or hospital treatment withm 2 
years before the policy was issued 
if for a condition that was serious 
or material to the risk (substan- 
tially as explamed on page 34) 
b. If not m sound health at date of 
issue or date of dehvery. 
c Undisclosed specified diseases 
at any time before the policy 
was issued 

d, Undisclosed rejection for other 
insurance 

e Other conditions* 
compames usmg 

a 

23 3 

1 

1 1 

0 

h 

20 8 

0 

4 

1 

Of and d . 

8 2 

0 

3 

5 

hj and c or a or e 

7 8 

0 

2 

4 

a, dj and e , , 

2 6 

0 

1 

0 

a, h, and d 

1 8 

0 

0 

2 

&, c, and € 

6 5 

0 

2 

0 

a, 6, d, and c or e or both 

10 6 

1 

0 

3 

SUICIDE . 

The pohcies of 17 companies contam no 
hmitation of benefits m the event of 
suicide 

79 8 

3 

9 

5 


♦Examples of these conditions are the same as (o), but 'vt'ithout limitation to 2 years 
before the policy was issued, excess Industrial life insurance over a fixed amount, death 
resulting from pregnancy existing at the time the policy was issued, undisclosed previous 
insurance in force, death while engaged in or as punishment for an illegal act, or death from 
an unlawful and malicious act of the beneficiary. 
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Table 24 — Analysis of the Principal Provisions of the Industrial 
Policies op 31 Companies — ( CorUtmmd ) 



Per cent 
of in- 
surance 

Number of the 31 com- 
panies using provision 

Policy provision 

issued 
to which 
provision 
IS apph- 
cable 

Large 

(3) 

Medium 

(13) 

Small 

(15) 

Those of 14 companies contain a pro- 
vision limitmg benefits m event of 
suicide 

1 If within 1 year of issue date. 

3 4 

0 

0 

3 

2 If within 2 years of issue date 

15 7 

0 

4 

6 

3 If occurring at any time 

1 1 

0 

0 

1 

MISSTATEMENT OF AGE . 

This provision in all these policies is sub- 
stantially as m the clause explained 
on page 35 

100 0 

3 

13 

15 

Supplementary Benefits 

LOSS OF EYESIGHT OE LIMBS BENEFIT 

This type of benefit is contained without 
specific extra premium m the policies 
of all companies except one 

98 9 

3 

13 

14 

1 Type of loss covered and benefit 
paid 

a For loss of both hands, both feet, 
one hand and one foot, or sight 
of both eyes 

(1) Cash payment equal to the 
face amount of the policy 
and the pohcy continued 
with all further premiums 
waived 

89 4 

1 

3 

i 

11 

12 

(2) Other type of benefit 

9 5 

0 

2 

2 

h. For loss of one hand or one foot 
(1) Cash payment equal to one- 
half of the face amount of 
the policy and the policy 
continued with all further 
premiums waived 

90 0 

3 

11 

13 

(2) Other type of benefit . . , 

6 1 

0 

1 

0 

(3) No such benefit 

2 8 

0 

1 

1 
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Table 24. — Analysis of the Peincifal Peovisions of the Inlitstbial 
Policies op 31 Companies. — {Continued) 



Per cent 
of in- 

Number of the 31 com- 
panies usmg provision 

Policy provision 

surance 

issued 
to which 
provision 
IS apph- 
cable 

Large 

(3) 

Medium 

(13) 

Small 

(15) 

c For loss of sight of one eye: 

(1) Cash payment equal to one- 
half of the face amount of 
the policy and the policy 
continued with all further 
prendiums waived 

# 

11 3 

0 

2 

1 

(2) No such benefit 

1 87 6 

3 

11 

13 

2 Maximum age at which the benefit 
IS applicable 
a. No maximum 

63 2 

3 

4 

7 

h 70 or 75 

25 8 

0 

5 

3 

€ 60 or 65 

9 9 

0 

4 

4 

accidental-death benefit 

This type of benefit is included without 
specific extra premium m the policies 
of all but four companies . 

95 7 

3 

12 

12 

The provision m. general follows the pro- 
visiop explamed on p^ge 38, the prin- 
cipal! variations beings, 

1 Mmimum age at \^hich the benefit 
is’apphcable 
a No minimum 

12 3 

' 

0 

3 

1 

6 6 

19 4 

0 

3 

6 

c 10 

45 6 

2 

*6 

5 

d, 15 ... 

18 4 

1 

0 

0 

2 Maximum age at which the benefit 
is applicable 
a. 60 

4 1 

0 

2 

0 

h 65 

40 6 

2 

4 

5 

c 70 

51 0 

1 

6 

7 
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Table 24 — Analysis of the Principal Provisions op the Industrial 
Policies of 31 Companies — {Cmttnued) 



Percent 
of m- 

surance 

issued 
to which 
provision 
IS apph- 
cable 

Number of the 31 com- 
panies using provision 

Policy provision 

Large 

(3) 

Medium 

(13) 

Small 

(15) 

3 Death must occur withm a specified 
number of days after the accident 


- 



a Withm 60 days 

5 6 

0 

2 

1 

h Withm 90 or 100 days 

4 Prmcipal risks hmited to half 
benefit 

a Railroad accidents (occupational 

90 1 

3 

10 

11 

or occupational and trespass) 

23 7 

0 

6 

6 

h Mmmg accidents 

5 Prmcipal risks excluded* 

a Aviation (except as a f are-paymg 

40 8 

1 

5 

8 

passenger) 

58 8 

3 

3 

4 

h Aviation (all forms) 

34 3 

0 

8 

8 

c Mmmg accidents 

Clauses Concerning Payment of Premiums 
GRACE period: 

All except one of these policies allow a 
grace period of 4 weeks, the exception 
(a medium-sized company) allows 5 

11 6 

0 

2 

1 

weeks 

REINSTATEMENT : 

AU policies provide a remstatement 
privilege substantially m the form ex- 
plained on page 39, the prmcipal 
variations bemg as follows* 

1 Time f oUo wmg default withm which 
the remstatement privilege is guar- 
anteed to be available 

100 0 

3 

13 

i 

15 

a Withm 1 year 

33 4 

0 

8 

13 

h Within 2 years 

30 7 

2 

1 

2 

c Within 3 years 

32 6 

1 

2 

0 

d At any time 

3 3 

0 

2 

0 
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Table 24. — Analysis of the Pbincipal Provisions of the Industrial 
Policies of 31 Companies — {Continued) 



Per cent 
oftn- 

Number of the 31 com- 
panies using provision 

Policy provision 

surance 
issued 
to which 
provision 
is appli- 
cable 

Large 

(3) 

Medium 

(13) 

Small 

(15) 

2. Collection of interest on premiums 
in arrears 

a. Interest is not charged 

81 1 

2 

13 

14 

h Interest is charged 

18 9 

1 

0 

1 

OPTION TO EETTJRN THE POLICY TO THE 

company: 

The policies of 19 companies con tarn a 
provision that they may be returned 
withm 2 or 3 weeks after their dates of 
issue, m which event all premiums paid 
will be refunded . 

1 74 3 

3 

6 

10 

DIVIDENDS 

The policies of five companies are par- 
ticipatmg 

47 7 

! 

3 

0 

2 

The pohcies of the other companies are 
nonparticipatmg, although at least 
four of these companies voluntarily 
pay mortuary dividends . . . 

11 6 

0 

3 

1 

ALLOWANCE FOB DIBECT PAYMENT OF PBE- 

MIUMS: 

The policies of nme companies provide 
for an aUowance to the policyholder for 
direct payment of weekly premiums 
to an office of the company . 

58 2 

3 

3 

3 

1 The provision is substantially the 
same as in the clause explamed on 
page 40 . . . 

46 6 

3 

0 

0 

2 The provisions are of a different 
nature 

11 6 

0 

3 

3 



PROVISIONS OF POLICIES OF $1 COMPANIES 


267 


Table 24 — ^Analysis op the Principal Provisions of the Industrial 
Policies op 31 Companies — (Conttmied) 



Percent ■ 
of m- 

surance 

issued 
to which 
provision 
is appli- 
cable 

Number of the 31 com- 
panies usmg provision 

Policy provision 

Large 

(3) 

Medium 

(13) 

Small 

(15) 

Nonforfeiture Benefits 

type op automatic nonforfeiture 

BENEFIT 

1 Paid-up term insurance* after pre- 
miums have been paid 
a 26 weeks (less for two companies) 

56 7 

3 

2 

0 

h 1 year (except in policies issued 
at certam ages) 

2 4 

0 

1 

0 

c 3 years 

26 3 

0 

6 

10 

d 5 years 

2 3 

0 

1 

0 

2 Reduced paid-up life insurance after 
premiums have been paid 
a 3 years 

6 7 

0 

1 

4 

5 5 years 

4 7 

0 

2 

0 

3 Automatic premium loan after pre- 
miums have been paid 3 yearsT 

0 9 

0 

0 

1 

CASH SURRENDER VALUE 

Available after premiums have been paid 

1 3 years 

50 4 

3 

1 

3 

2 5 years 

42 6 

0 

10 

9 

3 7 years 

0 6 

0 

0 

1 

4 10 years 

4 1 

0 

1 

2 

5 No such benefit guaranteed 

2 3 

0 

1 

0 


* Most of these companies make reduced paid-up life insurance available as an optional 
nonforfeiture insurance benefit after premiums have been paid 3 years 

t Although not strictly a nonforfeiture benefit, this benefit is similar in its effect and has 
been classified as such for convemence 
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STANDARD PROVISIONS FOR INDUSTRIAL POLICIES 
IN NEW YORK STATE 

The following is a copy of Sec 163 of the New York State 
Insurance Law m effect at the end of 1943 . 

INDtTSTKEAL LIFE INSURANCE POLICIES; STInDARD PROVISIONS 

1. No policy of Industnal life insurance shall be delivered or issued 
for delivery m this state unless it contains in substance the following 
provisions, or provisions which in the opinion of the superintendent are 
more favorable to policyholders 

(а) A provision that the insured is entitled to a grace period of 
4 weeks withm which the payment of any premium after the first may 
be made, except that where preimums are payable monthly the period 
of grace shall be either 1 month or 30 days, and that during the period 
of grace the policy shall continue in full force, but if during such grace 
period the pohcy becomes a claim, then any overdue and unpaid 
premiums may be deducted from any amount payable under the policy 
in settlement 

(б) A provision that the policy shall be incontestable after it has 
been in force during the lifetime of the insured for a period of 1 year 
from its date of issue except for nonpayment of premiums and except 
for violation of the conditions of the pohcy relatmg to military or 
naval service. 

(c) A provision that the policy shall constitute the entire contract 
between the parties, or, if a copy of the application is endorsed upon or 
attached to the policy when issued, a provision that the policy and the 
application therefor shall constitute the entire contract between the 
parties, 

(d) A provision that if the age of the person insured has been mis- 
stated, any amount payable or benefit accruing under the policy shall 
be such as the premium would have purchased at the correct age. 

(e) A provision that the insurer shall annually ascertain and appor- 
tion any divisible surplus accruing on the policy. 
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(/) A provision specifying that m the event of default in the pay- 
ment of any premium after premiums shall have been paid for a specified 
period, which shall not exceed 3 full years, the msured or the assignee 
if the policy shall have been assigned pursuant to paragraph (n) hereof 
shall be entitled to a stipulated form of insurance the value of which shall 
be- that prescribed in Subsec 1 of Sec. 208; and such provision 
shall also contain a table showing in figures any nonforfeiture benefits 
so available during each of the first 20 years after the issuance of the 
policy If any options as to nonforfeiture benefits are provided, such 
provision shall also specify which of such options shall take effect in 
the event of the insured's or the assignee's, if the policy shall have been 
assigned pursuant to paragraph (n) hereof, failure^ within 13 weeks, or 
3 months, after the due date of the premium in default, to notify the 
insurer in writing of his selection of an option. 

(g) A provision that after the policy has been in force for a specified 
period, which shall not exceed 3 full years, and after premiums shall 
have been paid for such period, the policy may be surrendered to the 
insurer at any time within 13 weeks, or 3 months, after the due date of 
the premium in default, m exchange for a cash value ascertained in 
accordance with the provisions of Sec. 208, and such provision shall 
also contain a table showing in figures the cash values so available 
during the first 20 years after the issuance of the policy. Such provi- 
sion may permit the insurer to defer the payment of the cash value for 
a period not exceeding 6 months after demand therefor has been 
received. 

(h) A provision that the policy may be reinstated at any time within 
2 years from the due date of the premium m default unless the cash 
value has been paid, or the extension period expired, upon the produc- 
tion of evidence of insurability and good health satisfactory to the 
insurer and the payment of all overdue premiums and any unpaid loans 
or advances made by the company against the policy with interest 
at a rate not exceeding 6 per centum per annum payable aimually 

(i) A title on the face of the policy briefiy describing its form. 

(j) A space on the front or the back page of the policy for the name 
of the beneficiary designated by the insured with a reservation of the 
insured's right subject to the rights of any assignee if the policy shall 
have been assigned pursuant to paragraph (n) hereof, to designate or 
change the beneficiary after the issuance of the policy. The policy 
may also provide that no designation or change of beneficiary shall be 
binding on the insurer until endorsed on the policy by the msurer, and 
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that the insurer may refuse to endorse the name of any proposed 
beneficiary who does not appear to the insurer to have an insurable 
interest in the life of the insured. Such pohcy may also contain a pro- 
vision that subject to the rights of any assignee if the policy shall have 
been assigned pursuant to paragraph (n) hereof if the beneficiary 
designated m the policy does not surrender the policy with due proof 
of death within the period stated in the pohcy, which shah not be less 
than 30 days after the death of the insured, or if the beneficiary is the 
estate of the insured or is a minor or dies before the insured or is not 
legally competent to give a vahd release, then the insurer may make 
any payment thereunder to the executor or admimstrator of the msured, 
or to any of the insured's relatives by blood or legal adoption or con- 
nections by marnage, or to any person appearing to the insurer to be 
equitably entitled thereto by reason of having been named as bene- 
ficiary or by reason of having incurred expense for the maintenance, 
medical attention or bunal of the insured. 

(k) A provision, in the case of weekly-premium policies, that upon 
proper notice to the company while premiums on the pohcy are not m 
default beyond the grace period, of the intention to pay future pre- 
miums directly to the company at its home oflBice or any office desig- 
nated by the company for the purpose, the company will, at the end of 
each period of a year from the due date of the first premium so paid, 
for which period such premiums are so paid continuously without 
default beyond the grace period, refund a stated percentage of the pre- 
miums m an amount which fairly represents the savings m collection 
expense. 

(Z) A provision in the case of weekly-premium policies granting, upon 
proper written request and upon presentation of evidence of the insura- 
bility of the msured satisfactory to the company, the privilege of con- 
verting his weekly-premium Industrial insurance to any form of life 
insurance with less frequent premium payments regularly issued by the 
company, m accordance with terms and conditions agreed upon with 
the company. The privilege of making such conversion need be 
granted only if the company's weekly-premium Industrial policies on 
the life insured, in force as premium-paying insurance and on which con- 
version is requested, grant benefits in event of death, exclusive of addi- 
tional accidental-death benefits and exclusive of any dividend additions, 
in an amount not less than the minimum amount of such insurance 
with less frequent premium payments issued by the company at the 
age of the insured on the plan of Industrial or Ordinary insurance desired 
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(m) A provision, in the case of monthly-premium Industrial policies, 
granting, upon proper written request and upon presentation of evi- 
dence of the msurability of the msured satisfactory to the company, the 
privilege of converting his monthly-premium Industnal insurance to any 
form of Ordinary life msurance regularly issued by the company, in 
accordance with terms and conditions agreed upon with the company. 
The privilege of making such conversions need be granted only if the 
company’s monthly-premium Industrial policies on the life insured, in 
force as prenoium-paying insurance and on which conversion is requested, 
grant benefits in event of death, exclusive of additional accidental-death 
benefits and exclusive of any dividend additions, in an amount not 
less than the minimum amount of Ordinary insurance issued by the 
company at the age of the insured on the plan of Ordinary msurance 
desired. 

(n) A provision that the policy may be assigned to any national 
bank, state bank or trust company and that the insurer assumes no 
obligation as to the validity or sufficiency of any such assignment. 

2 Any of the foregoing provisions or portions thereof not applicable 
to single-premium or nonparticipating or term policies, shall to that 
extent not be incorporated therein The provisions of Subsec 1 shall 
not apply to any special rider or endorsement, on any policy of Indus- 
trial life msurance, which relates only to the manner of distribution of 
benefits or to the reservation of rights and benefits under such policy, 
and which is used at the request of the individual insured 

3 No pohcy of Industrial life insurance shall be delivered, or issued 
for delivery, in this state if it contains any of the following provisions 

(a) A provision by which the company may deny liability under the 
policy for the reason that the insured has previously obtained other 
insurance from the same company, except to the extent that such 
liability may be limited under Sec 147.^ 

(b) A provision giving the msurer the right to declare the policy void 
because the insured has had any disease or ailment, whether specified or 
not, or because the insured has received mstitutional, hospital, medical 
or surgical treatment or attention, except a provision which gives the 
insurer the right to declare the policy void if the insured has, within 
2 years prior to the issuance of the policy, received institutional, hos- 
pital, medical or surgical treatment or attention and if the msured or 

1 Section 147 hmits the total amount of insurance on the life of a minor 
under age 14 years and 6 months to specified amounts which vary by age. 
These amounts appear m Appendix E, p 257. 
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clannant imder tlie policy fails to show that the condition occasioning 
such treatment or attention was not of a serious nature or was not 
material to tjie risk. 

(c) A provision giving the insurer the right to declare the policy void 
because the insured had been rejected for insurance, unless such right 
be conditioned upon a showing by the insurer that knowledge of such 
rejection would have led to a refusal by the insurer to make such 
contract. 

(d) A provision by which the company may, pay the proceeds of the 
policy at the death of the insured to any person othei than the named 
beneficiary or assignee if the policy shall have been assigned pursuant to 
paragraph (n) of Subsec 1 of this section, except in accordance with a 
standard provision as specified in paragraph ( 3 ) of Subsec 1. 

(e) A provision by which the insurer may grant any nonforfeiture 
benefit provided for in the policy to any person other than the insured 
or the assignee, if the policy shall have been assigned pursuant to 
paragraph (n) of Subsec. 1 of this section, except that provision may 
be made so that if the insured be a minor or incompetent when such 
benefit is to be granted, such benefit may be granted to any person 
to whom the death benefits of such policy may be paid in accordance 
with paragraph (j) of Subsec. 1. 

4 No policy of Industrial life insurance delivered or issued for 
delivery in this state shall contain any provision which excludes or 
restricts liability for death caused m a certain specified manner or 
occurring while the insured has a specified status, except the following 
provisions, or provisions which in the opinion of the superintendent are 
substantially the same or more favorable to policyholders 

Provisions excluding or restricting coverage in the event of death 
occurring 

(1) Inside the 48 states of the United States, the District of Columbia, 
or the Domimon of Canada as a result of service in (a) the military, 
naval or air forces of any country at war, declared or undeclared, or (b) 
any ambulance, medical, hospital or civilian noncombatant unit serving 
with such forces, either while serving with, or within 6 months after 
termination of service in, such forces or units 

(2) Outside such states, district, and dominion while in such forces 
or umts. 

(3) Within 5 years from the date of issue of the policy, as a result of 
war, declared or undeclared, when the cause of death occurs while the 
msured is outside the 48 states of the United States, and the District of 
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Columbia, and the Domimon of Canada, and the insured dies either 
outside such states, and district and domimon, or TMthm 6 months 
after returmng thereto. 

(4) As a result of suicide within 2 years from the date of issue of the 
policy, 

(5) As a result of aviation under conditions specified m the policy 

(6) Within 2 years from date of issue of the policy as a result of a 
specified ha2:ardous occupation or occupationSy or while the insured is 
resident in a specified foreign country or countries 

In the event of death as to which there is an exclusion or restnction 
pursuant to (1), (3), (4), (5), or (6) above, the company shall pay an 
amount not less than the reserve on the face amount of the policy, 
computed on the basis specified in the pohcy, together with the reserve 
for any paid-up additions thereto, and any dividends standing to the 
credit of the policy, less any mdebtedness to the company on the 
policy, includmg interest due or accrued 

In the event of death as to which there is an exclusion or restriction 
pursuant to (2) above, the company shall pay the greater of (a) the 
amount specified in the precedmg paragraph or (b) the amount of the 
gross premiums charged on the policy less dividends paid in cash or 
used m the payment of premiums thereon and less any indebtedness to 
the company on the pohcy, mcluding interest due or accrued 

The superintendent may, by official regulation, prescribe reasonable 
conditions relative to the use of provisions (1) and (2) 

Nothing contained herein shall apply to any provision in an Industrial 
life insurance pohcy for additional benefits m the event of death by 
accident or accidental means. 

5. The basis of conversion pursuant to the standard provisions 
required by paragraphs (1) and (m) of Subsec 1 shall be in conformity 
with regulations of the insurer from time to time filed with, and approved 
by, the superintendent 
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COMMISSIONERS PROPOSED INDUSTRIAL STANDARD 
POLICY PROVISIONS LAW 

Reference was made in Chap VI to the Industrial standard 
pohcy provisions bill which was drafted by the National Associa- 
tion of Insurance Commissioners At their December, 1943, 
meeting, the Commissioners approved this bill with a statement 
that it was suitable for use in those states that did not already 
have m force adequate provisions apphcable to Industrial life 
insurance policies This bill would require the use of certain 
provisions, and allow others more favorable to policyholders, in 
Industrial policies 
The text of this biU follows* 

UNIFORM INBUSTRIAL INSURANCE POLICY BILL 

Be It Enacted by the Senate andDeneral Assembly 

Sec. 1. The term Industrial Life Insurance as used herein shall mean 
that form of life insurance, the policies for which include the words 
Industrial Policy as part of the descriptive matter, and (a) under which 
the premiums are payable weekly, or (&) under which the premiums are 
payable monthly or oftener, but less often than weekly, if the face 
amount of the insurance provided m such policy is $1,000 00 or less 
Sec. 2. After Dec. 31, 1945, all Industrial life insurance policies, 
delivered or issued for delivery m this state, shall contam, in substance, 
the followmg provisions, or provisions which m the opinion of the com- 
missioner are more favorable to policyholders 

1. A provision that the insured is entitled to a grace period of 4 
weeks within which the payment of any premium after the first may 
be made, except that where premiums are payable monthly, the period 
of grace shall be either 1 month or 30 days, during which period of grace 
the policy shall continue m full force but in case the policy becomes a 
claim withm said grace period any overdue premiums may be deducted 
in any settlement under the policy. 
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2. A pi-ovision that the policy shall constitute the entire contract 
between the parties, or, if a copy of the apphcation is endorsed upon or 
attached to the policy when issued, a provision that the policy and the 
application therefor shall constitute the entire contract between the 
parties, and in the latter case the policy must contain a provision that 
all statements made by the msured shall, m the absence of fraud, be 
deemed to be representations and not warranties 

3. A provision that the policy shall be mcontestable after it shall 
have been in force during the lifetime of the msured for a specified 
period, not more than 2 years from its date, except for nonpayment of 
premiums and except for violation of the conditions of the policy relating 
to naval or military service, or services auxiliary thereto, and except 
as to provisions relatmg to benefits m the event of disability as defined 
m the policy, and those granting additional insurance specifically 
against death by accident or by accidental means, or to additional 
insurance against loss of, or loss of use of, specific members of the body. 

4. A provision that if the age of the person msured (or the age of 
any other person considered in determimng the premium) has been 
misstated, any amount payable or benefit accrumg under the policy 
shall be such as the premium paid would have purchased at the correct 
age or ages 

5. If the policy is a participating policy, a provision mdicatmg the 
conditions under which the company shall periodically ascertam and 
apportion any divisible surplus accrumg on the policy. 

6 A provision for a stipulated form of insurance m the event of 
default m premium payments after premiums have been paid for 3 full 
years and providing that m the event of default m premium payments 
after premiums shall have been paid for 5 full years, there shall be a 
specified cash surrender value available m lieu of the stipulated form of 
insurance. The net value of such stipulated form of insurance and the 
amount of such cash value shall be not less than the reserve on the 
policy and dividend additions thereto, if any, at the end of the last 
completed quarter of the policy year for which premiums shall have 
been paid (the pohcy to specify the mortality table, rate of interest and 
method of valuation adopted to compute such reserve), exclusive of any 
reserve on disability benefits and accidental-death benefits, less an 
amount not to exceed per centum of the maximum amount insured 
by the policy and dividend additions thereto, if any, when the issue age 
IS under 10 years and less an amount not to exceed 2^ per centum of 
the current amount msured by the policy and dividend additions thereto, 
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if any, if the issue age is IQ years or older, and less any existing indebted- 
ness to the company on or secured by the policy This subsection 
shall not apply to any policy to which the provisions of the Standard 
Nonforfeiture Law (citation) is applicable.^ 

7. If more than one form of insurance is provided in the event of 
default m payment of premiums, a provision specifying which one of 
such forms shall take effect m the event of the insured^s failure within 
60 days from the due date of the premium in default to notify the 
insurer m writing as to which one of such forms he has selected. 

8. A provision that the policy may be surrendered to the company 
at its home office within a period of not less than 60 days after the due 
date of a premium in default for the specified cash value, provided that 
the insurer may defer payment for not more than 6 months after the 
application therefor is made. 

9. A provision that the policy may be reinstated at any time within 
2 years from the due date of the premium in default unless the cash 
surrender value has been paid, or the extension period expired, upon 
the production of evidence of insurability satisfactory to the insurer 
and the payment of all overdue premiums and any unpaid loans or 
advances made by the company against the pokey with interest at a 
rate not exceeding 6 per centum and payable annually 

10, A table showmg m figures the nonforfeiture options available 
under the pokey every year upon default in payment of premiums 
during at least the first 20 years of the policy, such table to begin with 
the year m which such values become available, and a provision that the 
company will furnish upon request an extension of such table beyond the 
years shown in the policy, 

11 A provision that when a policy shall become a claim by the death 
of the msured, settlement shall be made upon receipt of due proof of 
death or after a specified period not exceeding 2 months after receipt 
of such proof. 

12 A title on the face of the policy briefly describing its form. 

13. A space on the front or back page of the pokey for the name of 
the beneficiary designated with a reservation of the right to designate 
\ or change the beneficiary after the issuance of the policy. The policy 
may also provide that no designation or change of beneficiary shall be 
bmding on the msurer until endorsed on the pokey by the insurer, and 

^ This sentence should be included only if the Standard Nonforfeiture 
Law approved by the Association in December, 1942, has been enacted m 
the state or is concurrently mtroduced. 
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that the insurer may refuse to endorse the name of any proposed 
beneficiary who does not appear to the insurer to have an insurable 
interest in the life of the insured. Such policy may also contain a 
provision that if the beneficiary designated m the policy does not sur- 
render the policy with due proof of death within the period stated in 
the policy, which shall not be less than 30 days after the death of the 
insured, or if the beneficiary is the estate of the insured or is a mmor, 
or dies before the insured or is not legally competent to give a valid 
release, then the insurer may make any payment thereunder to the 
executor or admmistrator of the insured, or to any of the msured^s 
relatives by blood or legal adoption or connection by marriage, or to 
any person appearing to the msurer to be equitably entitled thereto 
by reason of having been named beneficiary, or by reason of having 
incurred expense for the maintenance, medical attention or bunal of 
the insured 

Sec 3. The requirement in Sec. 2 of this Act shall not be applicable 
as follows 

1 When an Industrial life insurance policy is issued providing for 
accidental or health benefits, or both, in addition to life insurance, the 
foregoing provisions shall apply only to the life insurance portion of the 
pohcy 

2 Any of the foregoing provisions or portions thereof not applicable 
to nonparticipatmg or term policies shall to that extent not be incor- 
porated therem. The foregoing provisions shall not apply to policies 
issued or granted pursuant to the nonforfeiture provisions described 
m Subsecs 6 and 7, nor shall Subsecs 6, 7, 8, and 10 be required in term 
insurance of 20 years or less but such term policies shall specify the 
mortality table, rate of interest, and method of valuation for com- 
puting reserves. 

Sec 4. All acts and parts of acts inconsistent with this act are 
hereby repealed 
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RELATIVE ADVANTAGES OF AUTOMATIC PREMIUM 
LOANS AND THE PAID-UP TERM-INSURANCE 
NONFORFEITURE BENEFIT 

When a policy contains an automatic-premium-loan provision, 
any overdue premium is automatically charged as a loan, so long 
as the total amount of indebtedness does not exceed the cash 
surrender value. The effect of this provision is similar in some 
respects to that of the nonforfeiture benefit in the form of paid-up 
term insurance. The differences between the two are important, 
I however, and each has certain advantages and disadvantages m 
comparison with the other. 

Under the automatic preimum loan, the policyholder is charged 
the amount he would otherwise have paid in cash, that is, the 
gross premium (including the premium for any supplementary 
benefits such as those for death by accidental means and for loss 
of eyesight or hmbs) less any dividends; under the paid-up term- 
insurance benefit, he receives only hfe insurance protection 
(excluding any supplementary benefits), the charge for which is 
computed not at the gross-premium rates but at the lower net- 
premium rates — ^which are based on only mortahty and interest 
and do not contain a specific charge for expenses 

While an Industrial policy is being contmued by the automatic 
premium loan (but not if it is contmued as paid-up term insur- 
ance), the additional benefits for death by accidental means and 
for the loss of eyesight or limbs remam in force Under certain 
circumstances — ^as, for instance, when the insured is entitled to 
an additional payment under one of these supplementary benefits 
— the automatic-premium-loan option results m a claim payment 
on certain pohcies on which there would have been either no 
payment or a smaller one if the paid-up term-insurance benefit 
had been in effect. 
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However, there will be a far greater number of cases in which 
the automatiC“premium-loan option will provide a smaller pay- 
ment at death than the paid-up term benefit or will not provide 
any payment, whereas the paid-up term-insurance option would. 
Under the automatic premium loan, the amount of coverage 
constantly decreases as the indebtedness accumulates; when the 
pohcy is being continued as paid-up term insurance, such indebt- 
edness does not arise, and the amount of protection remains the 
same as if premiums had not been discontinued In the great 
majority of instances the period of protection provided by the 
automatic premium loan is shorter than that provided by paid-up 
term insurance. 

To continue policies m force by means of premium loans is more 
expensive than to continue them under paid-up term insurance, 
because much more extensive records must be maintained This 
is especially important m connection -with Industrial policies 
because of their small amounts. 

Another practical disadvantage of the automatic premium loan 
is that it presents a constant temptation to the policyholder to 
forego prermum payments, even when he is well able to make 
them. It thus has a tendency to encourage the creation of 
unnecessary indebtedness This may result in so reducing the 
cash value of the pohcy that it will be msufl&cient to continue the 
insurance through a period of real emergency The frequent use 
of premium loans is a deterrent to the habit of regular payment 
of premiums, and thereby increases the chance that the pohcy 
will terminate prematurely 

While the automatic premium loan is operating, payment of 
premiums may be resumed, regardless of the state of the msured's 
health and without repayment of the premium loan This, 
however, is more of a theoretical than a practical advantage over 
paid-up term insurance Almost all pohcy reinstatements occur 
within 6 months after prenuums are discontinued, and within 
that period companies are very liberal m judging the insurabihty 
of a policyholder who desires to resume premium payments 
Hence there are an insignificant number of cases in which rein- 
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statement is declined on giounds of noninsurability while the 
paid-up term insurance is in force. 

When a policyholder wishes to reinstate a policy operating 
under the paid-up term-insurance nonforfeiture benefit, he is 
frequently able to repay the premiums m arrears by means of a 
hen against the policy rather than in cash This largely offsets 
the advantage of the automatic premium loan in not requiring 
repayment of back premiums in cash 

The automatic premium loan has the advantage of avoiding the 
lapsation of insurance through failure to pay a premium within 
the grace period, because of carelessness or oversight. This is 
of httle importance m connection with Industrial life insurance, 
however, because of the personal call of the agent to receive the 
premium when it becomes due 

It is beheved that the relative advant^es of the paid-up term- 
insurance nonforfeiture benefit outweigh those of the automatic 
premium loan, which is therefore not included generally by the 
three large Ordinary-Industrial companies in either their Ordinary 
or Industrial policies 
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PEEMIUM ACCOUNTING UNDER THE DEBIT SYSTEM 


Accounting methods used for large premiums paid at infre- 
quent intervals are not practical when premiums are small and 
paid frequently For Ordmary policies on which premiums are 
payable quarterly or less often, the policyholder is sent a notice 
as each premium becomes due and a receipt after each payment 
is made. In the home oSace of the company, each premium pay- 
ment is recorded separately, and records are maintained to show 
at all times the exact status of premium payments on each 
Ordinary policy 

Such a system is unnecessary in Industrial life insurance, for 
the reasons discussed m Chap. Ill, page 57. Nor would it be 
practical, since the cost of keeping similar records of the frequent 
payments of small premiums would be prohibitive Even for 
Ordinary life insurance, when monthly premiums are $10 or less, 
it has generally been found more economical to have agents 
receive premiums under the usual Industrial plan than to use 
the individual premium-notice-and-receipt method. 

Premium accountmg under the debit system involves three 
basic records: (1) that given the policyholder as evidence of his 
premium payments; (2) the agent’s own record of the premiums 
he has received; and (3) the report of premiums received which 
is prepared by the agent and submitted to the company 

To illustrate the first two basic records used m the accountmg, 
the hypothetical case of the Jones family will be used. Its 
weekly-premium insurance involves the payment each week of a 
premium of 50 cents In tracing the necessary accounting from 
the time the policyholder pays the agent until the money is 
deposited m the district office for remittance to the home office, 
the typical forms and procedure of one large company will be 
used 
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Premium Receipt Book. — Each insured family is provided 
with one Premium Receipt Book which serves as its evidence of 
the payments made on all its weekly-premium policies. The 
Premium Receipt Book for the Jones family, shown in Figs 
11-13, lists on the inside cover three weekly-premium policies. 
On page 1 of the book appears the name and address of the 



district office to which the agent is attached and the number of 
his debit The formal premium receipt is at the bottom of 
page 1. 

The Premium Receipt Book also serves to remind the pohcy- 
holder of certain important privileges On the last page and 
back cover (not reproduced) his attention is drawn to the non- 
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forfeiture benefits available in case of lapse, to the privilege of 
reinstatement of lapsed policies, and to the special benefits 
available in event of loss of eyesight or limbs or in case of death 
by accidental means 

The pohcyholder is advised that he need not employ anyone 
to obtain any benefit to which he is entitled, and that his agent 


mrORMATlON FOR THE POLICYHOLDER 

Please read the lafonnatioa below on the last pa^e and on tlie 
bacL cover 

In case you fail to notify your Asent of a change m your address, 
please communicate with the District Office the Home Office in 
Kew Vorlc N Y , or the Pacific Coast Head Office in San Francisco 
CahL 

When cotninnaleating with any office of the Company, ahrayf 
give the policy number, the name of the msnied aa entered on. the 
opposite page, the name and address of the District Office, snd ths 
name or debit number of ffie Agent who last received xtreminins 


^ District Office name . .. 

S Address. LClOQ 

^ Debit [O 


I 

s 

s 

District Office name. 

Address 

Debit 



§ 

% 

o 

o 

s 

o 

District Office name 

Address 

Debit 



District Office name 

Address 

Debit 




PREMIUM RECEIPT 

thb metropolitan life insurance compant 

ACXNowusocES KBCEXFT of the several amounts entered withm, 
when such entries are properly signed by an authonxed representa- 
tive, in payment of premiums as indicated by such entries onsochof 
the policies listed on the inside front cover of this booic ss may be 
m force or revived on the respective dates when such amounts 
are paid. 

THIS RECEIPT is subject to the condition that any chedc or 
draft remitted m settlement may be handled for coQe^ian in ac 
cordaoce with the practice of the cirilecting bank or banks, and that 
It shall be void if the full amount of such chedc or draft is sot 
received by the Company 


Fig. 12 — Page 1 of Weekly-premium Beceapt Book 

and the home office stand ready to serve his interests entirely 
without charge He is also reminded of his option to pay pre- 
miums directly to a company office, for which he may receive a 
10 per cent refund, and of his right to participate in the nomina- 
tion and election of directors of the company. Finally, parents 
and guardians are notified of the maximum amount of msurance 
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that may be owned on the hfe of a child, according to company 
and, where applicable, legal limitations 

One Premium Receipt Book will serve for 5 years, and one page 
(Fig. 13) provides space for half a year’s premiums Since in 
this company all weekly premiums fall due on Mondays, the 



printed dates are all Monday dates Each payment is recorded 
opposite the date when the latest premium being paid was due, 
mth the date and amount of payment and the signature or 
mitials of the representative to whom the payment was made 
A review of the entries in the Premium Receipt Book shows 
that on January 3 the agent received from the Jones family 50 
cents, representmg payment due for that week, and made an 







DEBIT SYSTEM OF PREMIUM ACCOUNTING 


285 


entry to this effect in the Premium Receipt Book. (At the same 
time he made a like entry in his Debit Book, as shown in Fig. 14.) 
Payment of the premium due Jan. 10 was received on Jan 11. 

The company used for illustrative purposes pays its annual 
dividends on weekly-premium policies as credits against pre- 
miums. On Jan 17 the agent credited a dividend sufficient to 
pay premiums for 6 weeks. Therefore, the family was not 
required to pay premiums in cash for those weeks. 

The next premium was due in the week of Feb. 28 but was 
paid 3 weeks m advance, and the prenuum for the week of Mar. 6 
was paid 1 week in advance On the other hand, the premium 
for the week of Mar. 13 was not paid until Mar. 20. At that 
time, this premium was 1 week in arrears. However, it was paid 
within the 4-week grace period provided by the policy, so that 
the policy did not lapse The premium for Mar. 20 was paid 
when due, at the same time that the premium for Mar. 13 was 
paid 

For monthly-premmm-dehit policies, separate Premium Receipt 
Books, similar to those for weekly-premium pohcies, are used. 

Agent’s Debit Book. — The second basic record used in the debit 
system of accounting is the agent^s Debit Book, which serves as 
his record of the preimums he has received Each page of this 
book is assigned to the policies belonging to one family The 
pages are arranged according to the systematized plan which the 
agent normally follows in receiving premiums from the policy- 
holders on his debit. 

At the top of each page appears the fanuly’s name and address 
and that of a relative or close family friend The latter is to 
facilitate locating a family that unexpectedly moves to a new 
address At the top of the page is also shown the name of the 
head of the family, together with the amount of insurance on his 
life This record emphasizes the fundamental importance of an 
adequate amount of msurance on the breadwmner’s life and 
helps the agent maintain a properly balanced insurance program 
for all members of the family. In the illustration, the father 
owns $1,000 of Group life insurance and $1,492 of other insurance, 
the latter consisting of $492 weekly-premium insurance and the 
$1,000 Ordinary life policy shown at the bottom of the page 
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Insurance on 
head of family 


List of company’s 

weekly-premium 

policies 


List of company’s 
monthly-premium- 
debit policies 


Record of 
premiums 
received on 
weekly- and 
monthly-premium- 
debit policies 


List of company’s 
nondebit Ordinary 
and accident and 
health policies 
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Fig, 14, — Page of agent’s Debit Book, 
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Details of the weekly-premium insurance and monthly- 
prenuum-debit insurance owned by the family appear in the two 
blocks provided for hstmg such data. Below these blocks is space 
similar to that m the Premium Receipt Book, for recording 
premium payments received, with separate columns for weekly- 
and for monthly-premium-debit pohcies. In Fig. 14, besides 
the three weekly-premium pohcies owned by the family, details 
are given of a monthly-premium Industrial pohcy on the mother 
and a record of the premiums paid on this pohcy Premium 
payments on Group and on Ordinary pohcies not serviced on 
the Industrial plan are not recorded in the Debit Book. 

AgenPs Weekly Premium Account, — ^The third basic record in 
the accountmg of weekly premiums received is the agent^s weekly 
report to the home office. In the debit system of accountmg the 
home office maintains a record of each individual pohcy in force 
but not of separate premium payments on such pohcies 

Each week the home office prepares a detailed hstmg of the 
individual pohcies that have entered or ceased to be in force m the 
agent’s debit durmg the week, and a copy is sent to the agent 
These Life-and-Lapse-Register hsts (as shown in Figs 15 and 16) 
furnish the agent with an official record of these transactions and 
bring up to date the amount of his debit. 

The amount of the agent’s debit is the sum of money he would 
receive during the week if the premiums for each family were 
paid in the week they became due. However, pohcyholders do 
not always pay their premiums in the week they become due. 
Each week there are some who have paid premiums one or more 
weeks in advance and others whose premiums are one or more 
weeks in arrears. Adjustments are made for such advances and 
arrears m determimng the sum of money to be remitted to the 
home office, as shown m the following simphfied illustration of an 
agent’s summary of his weekly premium account. 

Charges Credits 

Premiums %n force $250 Advance payments from last 

Arrears from last account 10 account . . . $ 20 

Advance payments, this week’s Arrears^ this week’s account 5 

account 25 Cash remittance to balance 

account . . 260 

$285 Total . $285 


Total 
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In practice, a few more items are listed on both sides of the 
account to care for advance payments or arrears on policies 
entermg or leaving the agent’s debit, premiums credited by 
application of dividends and, hence, not paid m cash, and miscel- 
laneous adjustments The summary of the account as illustrated 
above is ordinarily accompanied by a list showing for each family 
(identified in the report merely by the appropriate page numbei 
of the agent’s Debit Book) the total amount of its weekly pre- 
miums and whether such premiums are paid to date, are paid 
1 week in advance, 2 weeks in advance, etc , or are 1 week in 
arrears, 2 weeks in arrears, etc These lists are so arranged as to 
facilitate the agent’s computation of his account They are 
also used for auditing purposes in the home office and in the field. 
The agent’s weekly account is audited from time to time by an 
assistant manager, to verify that it has beem correctly completed 
from the data in the Debit Book. The accuracy of entries in this 
book IS also verified at appropriate intervals by an assistant 
manager or by home-office representatives who travel from distnct 
to district for this purpose In the course of the latter type ot 
audit, the families’ Premium Receipt Books are compared with the 
Debit Book entries, and a check is made of the dividends credited 
by the agent and of his other transactions. 

The division of the weekly premium in the Lapse-Register list 
into three columns and in the Life-Register list into two columns 
is done to simplify preparation of records for calculating the 
agent’s compensation The agent files his copy of the Lapse- 
Register lists and Life-Register lists in a loose-leaf book called 
the Life-and-Lapse-Register Binder or Policy Register 

For monthly-premium-debit policies (both Ordinary and Indus- 
trial), the accounting procedure is the same as that described 
except that it is on a monthly rather than a weekly basis. 
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THE HEALTH PROGRAM OF THE METROPOLITAN 

The Metropolitan Life Insurance Company inaugurated its 
welfare activities for Industrial policyholders in February, 1909, 
when its welfare division was organized The then vice-president 
(later president) of the Metropohtan, Haley Fiske, proposed to 
Lee K. Frankel, Ph D , an internationally distinguished social 
worker, that he prepare a health program for the company. 

Dr Frankel, who had made a thorough survey of workmgmen's 
insurance in Europe, recognized that a large life insurance com- 
pany transacting an Industrial business had a umque opportumty 
to serve the welfare of its policyholders He reahzed that, aside 
from its humamtarian nature, a welfare program which effectively 
reduced mortality would directly benefit all policyholders, 
through lowering the cost of their msurance by sums far greater 
than the cost of the program 

The proposed health project was enthusiastically received by 
the company’s field personnel, who were aware of the needs of 
their policyholders and prospects for such a program Almost 
overnight, a campaign was launched which in scope and mtensity 
has been umque in public-health history 

Visiting-Nurse Service. — The year 1909 saw the beginning of 
the gigantic undertakmg of providing skilled nursing care to 
Industrial policyholders This service was started experi- 
mentally m New York City through contract with the Henry 
Street Visiting Nurse Service, whose nurses were engaged to 
care for sick Metropohtan Industrial policyholders at the com- 
pany’s expense.^ 

1 Visitmg-nurse service is also provided by the Metropolitan to Group 
certificate holders, and to holders of Ordinary (Intermediate and Special 
Class) pohcies for less than $1,000 of msurance 
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The expenment proved so successful that the visitmg-nurse 
service was soon extended to other cities and towus In 1943 
the company’s nursmg service reached 7,669 commumties 
throughout the United States and Canada. It had contract 
affiliations with more than 800 public-health nursing agencies 
and maintained its own field staff of more than 500 salaried 
nurses to serve policyholders m communities where service could 
not be provided through a public-health nursing association 
The company has followed the pohcy of utilizing existing nursing 
orgamzations wherever possible, to avoid setting up and main- 
taimng duplicate units of its own. 

In order to fulfill the two aims of the nursing service — skilled 
bedside care of the sick and health edu^-ation of the patient and 
his family — standards for individual nur^ and for the service 
as a whole have been kept at a high level The nurse is carefully 
chosen from the ranks of well-trained, fully qualified profes- 
sionals She is instructed and trained in the standards and 
techniques of this service After the period of initial instruction, 
she IS encouraged to keep up with medical developments in her 
field by means of scholarships at various schools of public health, 
by correspondence courses, and by institutes held frequently in 
each nursing territory. 

Through the agents and the doctors in her district, the nurse 
keeps m close touch with policyholders and urges them to call her 
in at once when illness strikes. She knows the local health laws, 
and through cooperation with the local health officials she gives 
effective aid in community education and disease prevention 
Her knowledge of local agencies and the services they render 
assures that the families under her care receive needed assistance. 

The nurse is not a physician and does not assume the duties of 
one In her first visit to a pohcyholder not yet under a doctor’s 
care she administers such prehminary aid as may be necessary, 
makes the patient comfortable, and instructs the members of the 
family m the care to be given imtil the physician arrives. She 
will make subsequent visits only if the illness has proved to be 
sufficiently senous to warrant the attendance of a physician, 
whose orders she follows. 
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The nurses^ teaching has taken many forms, ranging from the 
correction of some harmful practice in a home to more general 
matters, such as the diet of the patienVs family or the removal 
of accident hazards. Often it is the nurse who brings the physi- 
cian into the home or who insists upon and arranges for the 
patient^s hospitalization. Her alertness and advice often prevent 
the spreading of contagious disease to other members of the 
family. 

Health education can be given most effectively when some 
member of the fanuly is actually ill The nurse shows how the 
information contained in the company’s weKare pamphlets may 
be applied to individual cases and frequently leaves one or more 
booklets with the family as a guide to carrying out her instruc- 
tions. These policyholders and their fa mili es tend, m turn, to 
spread their knowledge among friends and neighbors. 

The nursing service thus has brought intelligent and trained 
care to millions of Industrial policyholders. The earher public 
nursing orgamzations had served only those below the poverty 
hne, and many families were reluctant to call in a nurse with the 
implication that such service was chanty The assurance that 
the nurse’s visit was paid for out of the policyholder’s own insur- 
ance premiums avoided such difidculties 

By the end of 1943, a total of 94,000,000 visits had been made 
by nurses under this one company’s program They had 
attended 17,000,000 cases, ranging from acute emergencies in 
which prompt action of the nurse averted a tragedy, to regular 
instruction and care given to prospective mothejs dunng the 
prenatal period and after childbirth. Whenever catastrophes 
occur, the nurses are among the first to offer aid In time of 
disaster they have saved many hves and have helped to stop the 
spread of disease in disaster-stricken areas 

The financing of the nursing service for policyholders by the 
Metropolitan and the subsequent efforts by some other companies 
have made it possible for many nursing associations all over the 
continent to become more firmly established Without this 
financial support, the founding and growth of many nursing 
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organizations, whose services are now available to the general 
public, would not have been possible ^ 

Health Literature and Campaigns. — The publication of health 
information antedated the establishment of the company's 
welfare program by many years As early as 1871 the Metropoli- 
tan had pubhshed Health Hmts m its pohcyholders' magazine 
In 1892 the company, in cooperation with the Health Depart- 
ment of New York City, prepared and distributed a popular 
circular on cholera A booklet entitled ^^A Friend in Need Is 
a Friend Indeed, ” contaimng health information, was published 
in 1898 for its Canadian policyholders 

With the organization of the company's welfare division, the 
use of health literature was extended greatly, health booklets 
written in popular style on various preventable diseases were 
prepared and distributed One of these, “A War on Consump- 
tion,^^ which first appeared in 1909, was published in 12 different 
languages, and eventually the circulation of this one booklet 
(with revisions which kept it abreast of the times) exceeded 
12,000,000 copies. 

In the ensuing years, publications on more than 100 separate 
subjects have been prepared and more than 1,275,000,000 copies 
have been distributed These booklets are written by experts 
and cover a wide range of topics, including nutrition, industrial 
hygiene, prevention and care of various diseases, care of the 
mother and her infant, and prevention of accidents. They are 
written m simple language, so that they are readily understood by 
the persons for whom they are intended. 

These pamphlets have gone through the hands of agents to 
Industrial pohcyholders and their families in millions of homes. 

1 Over the past 10 years (1934-1943) the Metropohtan has devoted an 
average of $4,300,000 yearly (equivalent to 1 3 per cent of its Industrial 
premium income) to health work for its Industrial pohcyholders Most of 
this amount was used to pay the cost of the visitmg-nurse service The 
New York law hmitmg the expense that may be incurred m transactmg 
Industrial life msurance specifically exempts from mclusion as an expense 
disbursements for health and welfare work, for other than employees, not 
exceeding 1 5 per cent of Industrial premium mcome. (See Appendix 
N, p 322 ) 
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They have also been distributed widely by jpublic and private 
health agencies in hundreds of health campaigns, and have been 
used as study material in thousands of schools. 

Publications have been prepared which were suited to the needs 
of parents’ groups, school children, classroom teachers, and school 
administrators; to mdustrial managers and their employees, 
health officers, and foreign language groups, and to workers m 
the fields of preventive medicine, social service, and scientific 
research. 

In subject matter, this literature has ranged all the way from * 
the dissemination of scientific knowledge in the simplest terms in 
health pamphlets for general use, to the analytical presentation of 
technical data in monographs based on research sponsored by the 
company for the use of specialists Special hterature has also 
been prepared to meet particular emergencies such as epidemics, 
great disasters like the Mississippi flood of 1927, and the 
food problem arising during the First and Second World 
Wars. 

Good health and the prevention of premature death is the 
theme around which a large part of the Metropolitan’s advertising 
IS built Millions of copies of leading national magazines carry 
its health messages every month This advertising program, 
during the course of yeais, has carried useful information on 
health problems to millions of people and each year has brought 
requests for more information from thousands 

Through the company’s welfare literature and advertisements 
the pohcyholders directly, and almost the entire population 
indirectly, have been made aw^are of developments in preventive 
medicine and have learned to lead more healthful fives to 
exercise safely and wisely, to improve their diet, to protect 
themselves and their children from infectious diseases, to avoid 
accidents, and to make better use of the medical facilities in their 
communities. 

This educational effort has been supplemented smce 1924 by 
the showing of motion pictures on health and safety to about 
130,000,000 persons and by other educational devices including 
lectures, radio broadcasts, exhibits, posters, and film strips 
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The manner in ,which educational campaigns against specific 
diseases have been conducted by this company may be illustrated 
by its most recent campaign, launched in October, 1942, and 
directed against rheumatic fever. Despite the prevalence and 
seriousness of this disease, this was the first campaign of com- 
parable magnitude undertaken by any pubhc or private agency 
to acquaint the general pubhc with the nature of the disease and 
the means for its control 

This campaign included an intensive educational drive over a 
6-month period, during which national magazine advertising was 
used, special health hterature and medical booklets were distrib- 
uted, newspaper releases were issued, and material was offered 
for radio presentation and for popular and technical medical talks 

A special popular leaflet on the subject was prepared, primarily 
for distribution by the agents among ^)LSured families with young 
children. This leaflet contained a simple account of the disease, 
its symptoms, and the measures that should be followed to help 
those who are attacked by it or who suffer from resultant heart 
disease A packet of literature of special interest to physicians 
was also prepared for distribution by the field force 

Each agent was asked also to try to arrange a meeting of his 
local parent-teacher association, at which a lecture on the disease 
could be delivered by a local physician. These associations have 
a special interest in this disease because it takes the lives of more 
children between the ages of five and fifteen than any other 
disease. The work of the field force m this campaign against 
rheumatic fever is typical of what it has done in campaigns 
against many other diseases 

Practical Demonstrations. — The company was perhaps the 
first to utihze a remarkably effective method for advancing public 
health — the community health demonstration Entire towns 
have been used as laboratories to demonstrate the best procedures 
and techniques of pubhc hygiene In this work the company has 
cooperated with other health agencies, and once the worth of a 
particular hne of attack on a specific health problem has been 
proved, the new knowledge is spread so that eventually the whole 
nation benefits 
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In 1916 such a demonstration was made to discover to what 
extent tuberculosis could be controlled if the best knowledge 
available were applied mtensively to the problem The town 
of Framingham, Massachusetts, vras chosen for the demonstra- 
tion, and the Metropolitan jomed with the National Tuberculosis 
Association in bringing a comprehensive health program to its 
17,000 citizens. The program included periodic health examma- 
tions, search for early cases of tuberculosis, provision for ade- 
quate treatment, and health work among infants, m schools, in 
factories, etc. This demonstration lasted 7 years. 

During the 10 years preceding the test, the annual death rate 
from tuberculosis m Framingham had averaged 121 per 100,000 
By the end of the demonstration, in 1923, this rate had been 
reduced 68 per cent, to 38 deaths per 100,000, a considerably 
greater improvement than was registered for that period m the 
nation at large As a secondary result, the infant mortality and 
general death rate were sharply reduced in these same years 

During the course of the demonstration this health work in 
Framingham was gradually transferred to the local health 
authorities. Progress has continued under their direction, and 
in a recent year the tuberculosis death rate in that city reached an 
extraordmanly low figure for an industrial community — only 
12 5 deaths per 100,000 

This experiment was a milestone in the campaign agamst 
tuberculosis, not only because of the remarkable results obtained 
in Framingham, but also because the achievement, widely 
publicized, stimulated other commumties to organize themselves 
similarly against the disease 

In 1921 another demonstration was undertaken to show that 
the high infant death rate in the Province of Quebec could be 
sharply reduced by educating mothers in a few simple principles 
of sanitation and nutrition An asbestos-nuning town, Thetford 
Mines, was chosen for this purpose 

Before the demonstration, 300 babies out of every 1,000 born 
alive in Thetford Mines died in the first year of hfe A maternity 
center and baby dime in charge of a physician and three nurses 
was opened, and mothers were given careful instructions in 
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prenatal and postnatal care Within 3 years the death rate 
during the first year of life had been reduced to 96 per 1,000 
babies born. Largely because of the success of this demonstra- 
tion the provincial government of Quebec appropriated $500,000 
to be spent during a 5-year period for similar child-welfare work 
in the province 

Cooperation with Other Health Agencies. — From the very 
beginnmg of its program, the Metropolitan has cooperated closely 
with pubhc-health and social-welfare agencies, both governmental 
and private. The health knowledge of any group tends to 
spread, and any raising of the health standards of one large group 
of the people will eventually raise the standards of many sections 
of the population 

Under its welfare program the Metropohtan is in constant 
cooperation with Departments of Health-^ Federal, state, county, 
and municipal — as well as with safety groups, educational, 
philanthropic, social, and rehef agencies, statistical organizations, 
medical and nursing associations, and other health conservation 
groups It works hand in hand with the organizations whose 
work since 1920 has been coordinated in the National Health 
Council 

Research. — Original research into many phases of public health 
has been undertaken Soon after the establishment of the com- 
pany's health program, it began to study the carefully compiled 
nursing and death records of its millions of Industrial policy- 
holders. These, collected and analyzed by the company's 
statistical bureau, have been a rich source of information both 
to the company and to outside agencies They have contributed 
to the nation’s vital statistics, since it was not until 1933 that all 
states were included in Federal mortality records The Statis- 
tical Bulletin^ published monthly, regularly disseminates current 
facts on health and mortahty conditions derived from this 
company’s records. 

The bureau has also undertaken original welfare investigations 
in cooperation with the company’s field force Examples of such 
activities are the first comprehensive sickness surveys in this 
country, and a study of the cost of medical care among a large 
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group of families of varying incomes and wide distribution — one 
of the pioneer efforts to throw hght on the economics of medicine 
Both of these studies were made on behalf of the Federal govern- 
ment, and were published by the Umted States Bureau of Labor 
Statistics 

A good illustration of the mterworkings of several elements in 
the health program lies m activities to reduce the death rate from 
influenza and pneumonia. Immediately following the great 
influenza pandeimc of 1918, the company organized an influenza 
and pneumoma commission, composed of five leading physicians 
and two representatives of the company This commission has 
received continued financial support from the company and has 
worked incessantly on the causes and methods of control of these 
two diseases, making valuable contributions to medical knowl- 
edge in this field 

Largely through efforts of this commission, serums for the 
treatment of pneumonia were perfected and tested experimentally 
in hospitals during the 15 years preceding 1935 In 1936 the 
company began a national campaign of education among physi- 
cians and the public aimed at wider use of this lifesaving treat- 
ment The value of the serums was popularized through 
advertisements, through literature, through huge correspondence, 
through talks by members of the company’s staff at various 
public meetings, by conferences with health officers and lay 
organizations, and through films developed in cooperation with 
the Umted States Public Health Service Governmental and 
other public-health agencies aided in the campaign The mes- 
sage that a large proportion of pneumoma deaths could and 
should be prevented through early treatment and through the 
apphcation of this new medical discovery was repeated through- 
out the land 

There then followed the demonstration of the effectiveness of 
sulfa drugs, and the company cooperated m pubhcizing the value 
of this treatment, continuing its financial assistance in research 
on the use of sulfa derivatives By 1941 the death rate from 
pneumonia was less than half of what it had been 4 years pre- 
viously, and a third of the rate prevailing 15 years previously 
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Similarly the company has lent its help to the study of 
diabetes. Through the cooperation of the George F Baker 
Clinic of the New England Deaconess Hospital, the company was 
enabled to analyze the records of many thousand diabetics who 
were cared for m that clinic over a long period of years. A 
number of pubhcations and scientific exhibits were prepared on 
the basis of this study. Through these and other activities in 
this field, the company has helped to bring many cases of diabetes 
to early attention when treatment is most effective and has spread 
new knowledge of the disease among physicians and the public 

Because of its special mterest in the health problems of the 
industrial workers of the nation, in 1916 the company organized 
an industrial service bureau This bureau is devoted to the 
solution of health and accident problems in specific industries 
Its industrial-hygiene work has brought iorth studies dealing 
with silicosis, asbestosis, hazards in the leather and ceramic 
industries, safety programs, and accident prevention These 
studies have been of great benefit to employers and employees 
in these and other fields, as well as to the general public 

Numerous other examples might be cited of the savings in 
lives, effected by this company's health work concentrated on 
specific causes of sickness, injury, and death However, the 
great accomplishment of reducing the death rate so materially 
over the past third of a century has not resulted from isolated or 
temporary health campaigns by a single agency. Basically, 
progress has been made because the attack on the problem of 
premature death has been continuous, intensive, and widespread 
and because many agencies, both medical and lay, have cooper- 
ated^ because hfesaving knowledge has flowed out constantly 
into schools, factories, homes, farms, and oflSces— wherever 
individuals live and work 
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IMPROVEMENT IN MORTALITY OF INDUSTRIAL 
POLICYHOLDERS BY CAUSE OF DEATH 

In this appendix the general decline in death rates of Industrial 
policyholders over the period 1911 through 1943 will be analyzed 
according to some of the principal causes of death The Metro- 
politan has maintained — ^under the direction of its third vice- 
prefsident and statistician, Louis I Dubhn, Ph.D. — detailed 
records of the mortality according to cause of death on its 
weekly-premium Industrial policyholders, and the statistics that 
follow, unless otherwise stated, are based on these records ^ 

The following discussion will point out a few high hghts of this 
33-year period and the trends in some of the principal causes of 
death. For each cause, a table is given showing the death rates 
at 5-year intervals from 1911 through 1941 and for 1943, the 
latest year for which statistics are available In addition to 
death rates for the total age range two to seventy-five years, 
rates are shown for smaller age ranges when they are of special 
significance Death rates are shown separately for males and 
for females, for white and colored persons, as well as for the four 
color and sex groups combined. All death rates have been 
standardized to eliminate the effect of changes over the years in 

^ These statistics, unless otherwise indicated, are based on the mortahty 
experience under weekly-premium Industrial pohcies at attained ages two 
to seventy-five (The ages cited throughout this appendix are as of the 
insured’s next birthday ) Most Industrial policies, by their terms, become 
paid-up not later than age seventy-five Paid-up pohcies, and hence 
policies at attained ages over seventy-five, are excluded, because the records 
maintained on these policies do not lend themselves to the calculation of a 
consistent set of mortality rates covermg a long period of years It was 
desirable to exclude statistics for children during their first year of life 
because, prior to 1923, children were not insured until at least 1 year after 
their birth 
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age distribution and, in the case of death rates for total persons, 
in race and sex distribution ^ 

Tuberculosis. — The story of tuberculosis is especially mteiest- 
mg because of the effective campaigns waged against this disease 
by health agencies, both public and private Since the disease 


Table 25. — Standardized Annual Death Rates ter 100,000 
FROM Tuberculosis 
(All Forms) 


Age 

Color and sex 

1911 

1916 

1921 

..... 

1926 

1931 

1936 

1941 

1943 

2-75 

Total persons 

241 6 

204 3 

1 

120 6 

101 9 

77 7 

54 6 

40 9 

37 7 


White males 

284 0 

239 6 

120 0 

105 5 

77.7 

57 4! 

45 8 

42 6 


White females 

172 4 

140 8 

97 4 


53 3 

34 9| 

23 9 

22 0 


Colored males 

418 3 

406 3 

236 4 

22F2 

220 8 

167 8 

121 1 

109 1 


Colored females 

398 8 

349 1 

273 6 

227 8 

211 5 

136 2 

102 0 

92 0 

2-15 

Total persons 

63 5 

54 9 

32 3 

27 1 

18 4 

11 6 

7 4 

6 6 


White males 

40 2 

38 5 

21 1 

18 6 

12 5 

8 0 

5 3 

3 7 


White females 

51 6 

41,8 

26 0 

20 5 

12 1 

7 1 

5 6 

5 1 


Colored males j 

217 7 

164 9 

103 8 

94 2 

72 9 

43 5 

29 6 

26 3 


Colored females 

262 3 

241 2 

136 6 

111 5 

87 3 

60 6 

24 8 

31 6 

16-25| 

Total persons 

261 0 

218 9 

157 8 

124 2 

91 6 

54 1 

35 7 

33 4 


White males 

221 8 

161 9 

102 0 

72 6 

46 5 

23 9 

17 8 

15 7 


White females 

221 3 

197 3 

152 3 

118 9 

77 7 

! 47 1 

; 24 0 

24 9 


Colored males 

549 3 

564 6 

322 4 

301 7 

307 6 

195 9 

144 2 

127 3 


Colored females 

710 7 

600 4 

546.6 

462 4 

418 8 

253 8 

201 3 

180 7 

26^5 

Total persons 

395 3 

320 4 

170 0 

141 9 

no 2 

77 8 

58 4 

52 8 


White males , 

509 0 

412 4 

180 6 

156 1 

114 7 

81 6 

62 0 

58 0 


White females * 

277 1 

212 2 

137 5 

107 1 

77 2 

52 1 

39 0 

34 9 


Colored males 

518 4 

559 4 

303 5 

291 8 

310 3 

252 3 

173 6 

148 7 


Colored females 

443 7 

374 0 

305 5 

250 8 

252 1 

167 7 

134 6 

'112 9 


finds its victims largely among wage earners and their families, it is 
the economic group served by Industrial life insurance which has 
been the chief beneficiary of the campaign to control tuberculosis. 

^For additional details covering the period 1911-1935, see “Twenty-five 
Years of Health Progress,*^ Metropohtan Life Insurance Co , New York, 
1937. 
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At the beginning of the century it was the leading cause of death 
But over the years mortahty from this disease has gradually 
declined until in 1943 it caused only 38 deaths per 100,000 pohcy- 
holders at ages two to seventy-five, a death rate less than one- 
sixth as great as in 1911 The saving m mortality has been 
particularly great at ages under forty-five. Both white persons 
and Negroes have shared in this improvement 

Tuberculosis kills more males than females Among Negroes 
the death rate from this disease is still very high, at the younger 
ages it IS many times as high as among white persons The 
handicap of the colored race m this respect has been ascribed 
to several factors Negroes appear to have a hereditary sus- 
ceptibility to tuberculosis, and many of them have lower resist- 
ance as a result of other diseases and nutritional deficiencies 
Of even greater importance, perhaps, is the greater prevalence 
among them of unhygienic livmg conditions. 

The steady improvement in the tuberculosis situation, in the 
face of many obstacles, has proved conclusively that the disease 
can be combated through mtelhgently supervised and coordinated 
efforts Such efforts have been greatly stimulated and guided 
by a series of health demonstrations, the first of which was started 
in 1916 at Framingham, Massachusetts, by the National Tuber- 
culosis Association with the financial support of the Metropohtan 
By 1923, when the demonstration ended, the city^s death rate 
from tuberculosis had been cut 68 per cent from the 1907-1916 
level ^ 

Improved methods of diagnosis, wide extension of clinical 
facilities, and X-ray surveys among employee and other groups 
have uncovered an increasing number of cases of tuberculosis in 
its early stages when the disease can be treated most successfully 
Hospitalization has removed from the commumty active cases 
that would otherwise have spread infection The progress in 
industrial hygiene, including annual physical examinations and 
the ehmination of dust hazards, has also helped to lower mortality 
from tuberculosis among the wage-earmng population Gen- 

^ The Framingham demonstration is described in more detail m Appendix 
K, p 296 
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erally better economic conditions, shorter hours of labor, improve- 
ments in nutrition and in housing, and a fuller knowledge of 
personal hygiene have added their effect to that of specific 
medical and pubhc-health measures. 

Principal Communicable Diseases of Childhood. — The im- 
provement in the control of the principal communicable diseases 
of childhood — diphtheria, measles, scarlet fever, and whooping 
cough — represents one of the great achievements of the modern 
public-health movement As evident from Table 26, among 


Table 26 — Standardized Annual Death Rates per 100,000 prom 
Principal Communicable Diseases of Childhood 
(Diphtheria, Measles, Scarlet Fever, and Whooping Cough) 


Age 

Color and sex 

1911 

1 

1916 

1921 

1926 

1931 

1936 

1941 

1943 

2-75 

Total persons ' 

56 3 

38 1 

35 4 

2S 3 

11 8 

5 8 

2 8 

2 6 


White males 

56 5 

37 4 

35 1 

23 1 

11 6 

5 6 

2 7 

2 3 


White females 

57 1 

39 5 

36 7 

22 5 

11 7 

6 0 

2 7 

2 9 


Colored males 

50 9 

33 6 

30 8 

27 5 

15 6 

4 4 

3 2 

3 0 


Colored females 

49 2 

34 4 

29 3 

31.0 

1 

10 8 

7 6 

3 8 

3 0 

2-15 

Total persons 

171 8 

117 3 

106 9 

70 9 

34 9 

16 4 

8 1 

7 8 


White males 

174 3 

116 4 

107 3 

70 4 

34 6 

16 0 

7 7 

6 6 


White females 

172 8 

121 0 

109 6 

67 9 

34 1 

16 7 

8 2 

8 6 


Colored males 

160 1 

102 4 

94 6 

84 4 

48 8 

13 0 

9 4 

9 1 


Colored females 

[ 

‘l47 5 

1 

105 1 

88 0 

i 

93 5 

1 

31 3 

1 

21 7 

10 9 

8 6 


insured children at ages two to fifteen, the annual death rate per 
100,000 from these causes dropped from 172 in 1911 to 8 during 
1943, a decrease of 95 per cent. The remarkable progress m 
combating these diseases is the result of a number of factors, 
ranging from specific prophylactic measures to diimnished 
virulence of the causative orgamsms 
The most eflScacious measures have been developed for the 
control of diphtheria, and today many large cities of the Umted 
States have succeeded in practically wiping out this disease as a 
cause of death, although there has been some retrogression since 
1941. In New York State there were 22 deaths from diphtheiia 
in 1943, of which 16 were in New York City The disease still 
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claims about 1,300 lives in the United States each year and will 
continue to present a challenge until immunization of young 
children is practiced on a wider scale. 

Mortality from measles is confined chiefly to infancy and 
early childhood The general trend of mortality for the period 
under review” has been sharply downward Measles is not readily 
amenable to public-health control, other than through prompt 
isolation of the sick child to mimmize the danger of others becom- 
ing infected. Fortunately, mothers have increasingly been 
taught the wisdom of this measure 

Aside from mcreased emphasis on isolation, a large part of the 
credit for the reduced mortahty from measles must go to such 
general factors as the smaller size of American famihes today, 
better nutrition and improved physical condition of children, 
more hygienic surroundings, and more adequate medical and 
nursing care In addition, in recent years convalescent serum 
has come into use in the prevention and cure of measles, and 
sulfa drugs have been employed successfully m reducing fatal 
complications 

Death rates from scarlet fever and whooping cough have also 
declined greatly over this period The decrease has been due 
largely to the same factors that have reduced mortahty from 
measles, although, in the case of scarlet fever, the causative 
organism appears to have become less virulent or the human 
body has become more resistant to the disease The death rate 
from scarlet fever for 1943 was only one-thirtieth of that for 1911 
Similarly, there has been a 90 per cent decline m the death rate 
from whooping cough during this period The use of vaccines 
has been helpful in some cases in both the prevention and the 
cure of whooping cough 

Influenza and Pneumonia. — Influenza and pneumonia, in 
common with other infectious diseases, vary markedly in their 
prevalence and virulence from year to year Although the two 
are distinctly different diseases, they frequently occur together 
(with lobar pneumonia complicating the influenza) and are often 
erroneously reported for each other on death certificates. Addi- 
tional diflBiculty has been caused by a change in 1921 in the rule 
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for classifying a death when both of these causes were present 
Such cases, which were classified formerly as deaths from pneu- 
monia, have been assigned since 1921 as deaths from influenza 
For these reasons, the only valid basis for a year-to-year com- 
parison of death rates is to consider both diseases together 


Table 27 — Standaedized Annual Death Rates per 100,000 from 
Influenza and Pneumonia 
(Excludes Capillary* Bronchitis for 1911, 1916, and 1918) 


Age 

Color and sex 

j 1911 

1916 

1918 

1921 

1926 

1931 

1936 

1941 

1943 

2-75 

Total persons 

140 6 

i 

149 8 

575 0 

80 6^ 

108 9 

81 5 

70 9 

28 9' 

31 0 


White males 
White 

154 6 

166 1 

640.1 

83 5 

116 0 

89 8 

78 7 

33 2 

36 6 


females 

Colored 

113 0 

120 3 

1 

511 5 

68 ^ 

85 2 

60 1 

50 2 

19 7 

20 7 


males 

Colored 

242 3 

252 0 

628 9 

150 1 

229 8 

177 4 

176 8 

67 9 

74 5 


females 

'205 9 

208 1 

552 5 

119 1 

183 7 

'l42 6 

117 7 

48 2 

47 4 


Over the period 1911-1943, there have been four distinct phases 
m the mortahty levels from these diseases among Industrial 
policyholders During the first period, 1911 to 1917, the death 
rate from these diseases showed only small variations from year 
to year. 

The years 1918 to 1920, constituting the second period, 
witnessed the devastating influenza pandemic, during which the 
death rate from influenza and pneumonia together soared to 575 
per 100,000 in 1918 The influenza which then prevailed was of 
far greater infectivity and virulence than m any previous or sub- 
sequent outbreaks of which there is record Whereas influenza 
normally exacts its highest toll among the very young and 
among elderly persons, the highest death rates during the pan- 
demic period were recorded among persons between ages twenty- 
five and thirty-five 

Following these disastrous years, the third period, extending 
from 1921 to 1937, saw a gradual improvement, especially toward 
its close This period was marked by the development and 
introduction of serum treatment for pneumonia The last 
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period, since 1937, recorded the most spectacular reductions m 
mortahty, following the introduction and widespread use of 
the sulfa drugs. As a result, the death rate from pneumoma 
declined sharply and continuously The death rate m 1941 was 
less than half the rate for 1937. Further improvement was 
recorded in 1942, the death rate from pneumonia dropping to 
21 9 per 100,000 

Beginning with the latter part of 1942, there has been some 
rise from the lowest level, reflecting m part the effect of war con- 
ditions and the higher prevalence of the “virus” type of pneu- 
moma, against which neither serum nor sulfa drugs have been 
effective. In 1943, the death rate from pneumonia was 26 5 
per 100,000, and that from influenza was 4 5 per 100,000 

The reduction in mortality from influenza and pneumonia has 
extended to every age group A notable feature of the pneu- 
monia situation, as a result of successful treatment with sulfa 
drugs, is the change in the seasonal curve of the disease. For- 
merly there was a very sharp peak during the winter months, 
but this peak has been much less pronounced in recent years. 

Cancer. — The significance of cancer as a cause of death has not 
been appreciated fully, even at this late date. This has been due 
primarily to the difficulty of diagnosing correctly many cases of 
certain forms of the disease. There is no evidence that the actual 
death rate from cancer (all forms combined) has changed mate- 
nally at any age, although the reported death rate has increased 
as the accuracy of diagnosis has improved Cancer is essen- 
tially a disease of later life, being of negligible importance at ages 
under twenty-five, and the larger number of people who live to 
older ages has also tended to increase the number of deaths 
attributed to cancer in the general population 

Over the period 1911-1943, the reported death rate from cancer 
among white men increased; that among white women has 
remained practically stationary, although there has been some 
decline in the past few years The death rates among white 
males and females from cancer are now about the same, females 
showing a higher rate from about age twenty-five to age fifty-five, 
and males showing a higher rate at older ages. In the case of 
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colored persons, although, the reported death rate from cancer 
has increased greatly for males, probably because^ of greater 
accuracy m diagnosis among this group, women continue to show 
a higher mortality than men at practically all adult ages 


Table 28 — Standardized Annual Death Rates per 100,000 
FROM Cancer 
(All Forms) 


Age 

Color and sex 

1911 

1916 

1921 

1926 

1931 

1936 

1941 

1943 

2-75 

Total persons 

75 

8 

79 

2 

79 

7 

84 8 

84 

8 

84 

6 

84 

5 

' 83 2 


White males 

65 

2 

70 

9 

73 

2 

81 

1 

83 

2 

83 

8 

85 

3 

! 85 9 


WTiite females 

89 

1 

90 

5 

88 

7 

91 

0 

88 

7 

87 

2 

85 

1 

81 3 


Colored males 

33 

1 

36 

8 

43 

2 

50.8 

52 

4 

60 

0 

66 

0 

69 5 


Colored females 

80 

0 

80 

2 

82 

2 

86 

0 

89 

2 

87 

6 

87 

3 

89 1 

2-25 

Total persons 

2 

7 

2 

7 

3 

2 

3 

0 

3 

6 

3 

4 

4 

2 

4 5 


White males 

2 

6 

2 

6, 

3 

2 

3 

1 

3 

7 

3 

5 

5 

1 

4 6 


White females 

3 

2 

2 

8 

3 

1 

2 

8 

3 

2 

3 

3 

3 

6 

4 4 


Colored males 

0 

4 

1 

8 

3 

0 

3 

4 

6 

0 

2 

8 

2 

7 

4 7 


Colored females 

1 

4 

3 

3 

3 

8 

2 

6 

4 

0 

3 

1 

2 

9 

! 4 7 

26-45 

Total persons 

39 

9 

39 

5 

36 

3 

38 

4 

37 

4 

37 

0 

37 

1 

37 2 


White males 

21 

4 

23 

8 

19 

5 

24 

8 

23 

8 

25 

4 

23 

6 

26 7 


White females 

56 

0 

53 

0 

50 

1 

49 

8 

48 

2 

46 

0 

48 

2 

1 45 3 


Colored males 

14 

5 

20 

8 

22 

1 

21 

2 

14 

9 

23 

2 

24 

7 

24 2 


Colored females 

72 

8 

67 

1 

67 

6 

66 

6 

75 

2 

67, 

,8 

61 

2 

66 6 

46-75' 

Total persons 

334 

1 

352 

5 

358 

4 

381 

8 

381 

9 

381 

7 

378 

1 

369 2 


White males 

303 

8 

330 

1 

347 

6 

381 

0 

392 

3 

393 

9 

400 

2 

399 6 


White females 

374 

4 

387 

4 

381 

6 

394 

9 

384 

4 

379 9 

364 

6 

346 5 


Colored males 

1# 

1 

157 

0 

185 

5 

225 

8 

237 

2’ 

273 5 

303 

0 

316 7 


Colored females 

304 

8 

310 

5 

317 

8 

342 

9 

342 

9 

348 

2 

357 

4 

353 8 


Bright spots in the cancer picture have been the improvement 
in diagnostic methods, the effect of educational propaganda m 
bringing people to seek early medical diagnosis and advice, and 
improved methods of cancer treatment These factors are no 
doubt responsible for the substantial decline in the mortality 
rate from certain forms of cancer which are readily recognized 
and are most amenable to treatment. 
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S 3 rpliilis. — Few diseases whose cause is known and whose 
prevention and cure are possible have been as hard to control as 
syphilis Only in comparatively recent years, since the menace 
of this disease has been increasingly pubhcized, has substantial 
progress been made in reducing death rates from this cause. 

In considering mortahty rates from syp hilis and the allied 
causes of death, locomotor ataxia and general paralysis of the 
insane, certain qualifying facts must be kept in mind There is 
still a tendency to conceal syphihs as a cause of death, so that the 


Table 29 — Standardized Annual Death Rates pee 100,000 from 
Syphilis, Locomotor Ataxia, and General Paralysis op the Insane 


Age 

Color and sex 

1911 

1916 

1921 

1926 

1931 

1936 

1941 

1943 

2-75 

Total persons 

12 5 

17 5 

14 2 

13 6 

10 5 

i 10 0 

9 1 

■ 7 7 


White males 

17 8 

23 5 

18 9 

17 7 

12 3 

11 3 

10 6 

8 8 


White females 

6 1 

7 9 

6 7 

5 6 

4 2 

3 6 

3 1 

2 7 


Colored males 

26 6 

51 6 

43 7 

47 8 

49 6 

55 6 

49 0 

41 5 


Colored females 

14 9 

27 3 

21 6 

26 7 

24 7 

24 9 

22.0 

19 4 

26-75 

Total persons 

24 0 

33 4 

27 2 

25 9 

20 0 

19 0 

17 3 

14 6 


White males 

35 4 

47 0 

37 7 

35 5 

24 7 

22 8 

21 5 

17 9 


White females 

11 9 

15 2 

13 2 

10 7 

8 4 

6 8 

5 7 

5 0 


Colored males 

47 8 

98 3 

82 6 

91 5 

93 6 

109 6 

97 6 

83 3 


Colored females 

24 0 

49 1 

33 0 

45 9 

43 3 

46 0 

41 1 

35 2 


actual number of deaths from this disease is substantially in 
excess of the number recorded. Moreover, many deaths among 
men in their forties and fifties, which are recorded as due to 
certain causes other than syphilis, are largely of syphilitic origm 

There is a striking difference in death rates from syphilis 
between white and colored persons In fact, syphilis ranks with 
tuberculosis and homicide as the causes with the greatest differ- 
ence m mortality between the two races The death rate from 
syphihs among colored men is five times as high as among white 
men, and that among colored women is seven times as high as 
among white women. 

For total persons, the recorded death rate from syphilis 
increased steadily from 1911 to 1917, reaching a high point m the 
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latter year It receded abruptly from this level in 1918 and 
1919, during and immediately following the war Little change 
occurred in the death rate from 1919 to 1923, but since then, a 
constant improvement has been shown In 1943 the death rate 
among white persons was only one- third of the 1917 rate This 
improvement has largely been confined to white persons, how- 
ever Among colored persons, the death rate showed an increas- 
ing trend for many years, although in the past 3 years there has 
been some reduction. 

The decline m the death rate from syphilis over the past 20 
years is the result of a number of factors. During the First 
World War, physical examination of large numbers of young 
men resulted in the discovery of many untreated cases, which 
were brought under treatment, while,, in addition, the Army 
program of control of the disease emphasized prophylaxis and 
early treatment. In the last 20 years, public facilities for treat- 
ment of cases have been greatly expanded, and the educational 
campaign against the disease has been intensified. 

Medical science has made important advances in the treatment 
of syphilis New methods, still under trial, offer promise of 
sharply reducing the time needed to administer treatment and of 
prompt contiol of the disease in its early infectious stage. 

Diseases of the Heart, Circulatory System, and Kidneys. — The 
chronic diseases of the heart, circulatory system, and kidneys are 
commonly known as degenerative diseases. In the United States 
this group of diseases now accounts for more than two-fifths of the 
total number of deaths, and at ages forty-five and over for at 
least one-half of all deaths. Their importance is indicated by 
the fact that, on the basis of present mortality rates, about one- 
half of all children born will ultimately die from one of these 
diseases. 

There are good reasons for considering these chronic diseases 
as a group, especially during middle and later life. While at the 
younger ages a substantial proportion of deaths from these 
diseases can be traced to infections, the relative importance of 
infectious cases diminishes rapidly with increasing age; and at 
the older ages the bulk of these deaths are due primarily to 
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the breakdown of body tissues Furthermore, the functions of the 
heart, blood vessels, and kidneys are so mterrelated that the 
premature collapse of one of these systems places added strain 
upon the others and hence hastens their disintegration. Because 
these diseases usually develop insidiously and over a considerable 
period of time, it is often diflSicult to determine in which of the 
vital bodily systems the imtial breakdown occurred 


Table 30 — Standakdized Annual Death Rates per 100,000 prom 
Diseases of the Heart, Circulatory System, anb Kidneys* 


Age 

Color and sex 

1911 

1916 

1921 

1926 

1931 

1936 

1941 

1943 

2-75 

Total persons 

376 0 

369 1 

284 0 

319 8 

298 6 

288 0 

258 6 

271 8 


White males 

411 0 

400 1 

286 3 

341 7 

322 0 

316 9 

299 7 

317 7 


White females 

326 7 

319 7 

263 5 

271 9 

247 5 

233 9 

200 0 

208 3 


Colored males 

483 6 

488 5 

367 3 

490 5 

477 5 

465 7 

390 3 

400 8 


Colored females 

456 7 

480 1 

406 6 

459 2 

450 8 

417 6 

354 2 

375 5 

2-25 

Total persons 

36 8 

31 2 

27 6 

23 4 

19 2 

15 7 

12 i 

13 0 


White males 

34 9 

29 2 

25 7 

22 6 

17 2 

15 6 

11 4 

12 7 


White females 

36 3 

31 9 

28 4 

22 6 

19 1 

14 9 

11 4 

12 4 


Colored males 

50 7 

35 3 

28 2 

26 2 

25 2 

19 2 

18 6 

i 14 0 


Colored females 

46 6 

39 1 

36 9 

36 0 

32 5 

20 6 

17 8 

19 8 

26-45 

Total persons 

187 e' 

169 7 

108 3 

119 6 

no 7 

100 6 

87 2 

91 7 


White males 

206 4 

182 1 

100 4 

116 4 

no 0 

106 1 

100 8 

103 9 


White females 

154 4 

138 8 

97 2 

101 3 

89 5 

76 0 

62 8 

67 4 


Colored males 

276 3 

292 6 

195 l! 

239 4 

244 1 

221 5 

158 1 

160 4 


Colored females 

288 0 

278 7 

234 4 

248 5 

234 5 

208 8’ 

158 3 

176 4 

46-75 

Total persons 

1,581 2 

1,585 9 

1,246 9 

1,421 4 

1,334 5 

1,304 2 

1,181 2 

1,240 9 


White males 

1,753 4 

1,749 4 

1,285 6 

1,561 3 

1,482 5 

1,466 4 

1,395 1 

1,481 8 


White females 

1,385 7 

1,384 9 

1,162 9 

1,216 2 

1,115 8 

1,076 8 

927 7 

961 8 


Colored males 

1,984 9 

2,026 9 

1,558 4 

2,145 2 

2,073 2 

2,062 6 

1,764 6 

1,829 2 


Colored females 

1,835 4 

1,993 9 

1,680 9 

1,939 2 

1,927 1 

1,824 4 

1,575 6 

1,654 6 


* Chronic heart diseases (1909 classification, International List of Causes of Death), chronic nephritis, 
cerebral hemorrhage, paralysis without specified cause, diseases of the arteries, angina pectoris, diseases of the 
coronary arteries, and embolism and thrombosis Acute diseases of the heart and kidneys are not included 


While these degenerative diseases are found at all ages, only a 
very small number of deaths from them occur below age twenty- 
five. After that age, however, the death rate from these causes 
increases very rapidly. In 1943 the death rate among white 
males m the sixty-six to seventy-five age group was almost 90 
times that in the twenty-six to thirty-five age group. To a 
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somewhat lesser degree, this relationship holds true for the three 
other color-sex groups. Yet, even in the relatively young age 
group from thirty-six to forty-five, more white persons die of 
these conditions than from any other cause This fact is signifi- 
cant because it is at the younger ages that most can be done to 
prevent premature death from these diseases A better control 
of rheumatic fever and syphilis would cut deeply into the chief 
causes of heart disease under age forty-five. 

The relative importance of these diseases has increased during 
the 33 years since 1911. This is due primarily to the decline m 
mortality from other causes of death The death rate from the 
degenerative diseases showed a gradual downward trend from 
1911 until the influenza pandemic, when it dropped sharply 
While this sharp reduction may have been related to the pan- 
demic, the exact cause has remained unknown 

Since 1931 the death rate from the degenerative diseases at all 
ages ^combined has decreased slightly for white males, and much 
more substantially for the other three color-sex groups At the 
younger ages there has been a very real improvement for all four 
color-sex groups, owing largely to the decline in the incidence and 
severity of infectious diseases that may leave the heart or the 
kidneys impaired 

Diabetes. — Diabetes is the only one of the major chronic 
diseases characteristic of later life for which an efficacious treat- 
ment has as yet been developed Insulin, discovered m 1921, 
has made it possible for many diabetics to continue almost nor- 
mal lives, whereas previously they were generally doomed to die 
within a few years The best one could hope for was a short 
extension of life through rigid adherence to a “starvation” diet. 
Although insulin does not cure diabetes, it has accomphshed the 
almost equally important end of restoring diabetics to working 
efficiency and prolonging their lives for many years 

Although the death rate of diabetics has definitely improved 
since the introduction of msuhn, the number of diabetics has 
increased substantially in recent years This increase has been 
due largely to increases in that portion of the population most 
susceptible to the disease — ^namely, older persons (particularly 
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women), city dwellers, and certain foreign race stocks. Further- 
more, living conditions have changed in such manner as to favor 
the development of the disease The extension of mechanical 
power has decreased man’s energy requirements, while the 
increased standard of living has favored overindulgence in food 
and drink These facts are of special significance because 
diabetes takes its greatest toll among overweight persons. 


Table 31 — Standardized Annual Death Rates per 100,000 erom 
Diabetes Mellitus 


Age 

Color and sex 

1911 

1916 

1921 

1926 

1931 

1936 

1941 

1943 

2-75 

Total persons 

15 

1 

17 

5 

.16. 

.7 

18 

3 

19 

9 

20 

6 

19 

6 

19 9 


White males 

14 

1 

14 

5 

13 

6 

13 

6 

13 

3 

13 

4 

12 

3 

13 6 


White females 

17 

2 

21 

1 

20 

3 

23 

0 

26 

2 

27 

4 

26 

2 

25 9 


Colored males 

9 

7 

11 

6 

8 

6 

10 

3 

12 

6 

13 

0 

13 

3 

11 8 


Colored females 

7 

5 

14 

4 

16 

0 

22 

1 

26 

1 

26 

3 

27 

6 

26 9 

2-25 

Total persons 

3 

0 

3 

1 

3 

5 

2 

4 

2 

0 

1 

6 

1 

2 

1 8 


White males 

3 

8 

3 

0 

4 

1 

2 

6 

1 

7 

1 

1 

0 

9 

1 8 


White females 

2 

7 

3 

2 

3 

3 

2 

4 

2 

0 

2 

1 

1 

4 

1 6 


Colored males 

1 

3 

3 

3 

0 

9 

1 

7 

4 

3 

2 

4 

1 

7 

2 5 


Colored females 

0 

8 

2 

1 

1 1 

7 

2 

1 

2 

1 

1 

6 

2 

0 

3 8 

26-45 

Total persons 

7 

3 

7 

4 

8 

2 

6 

1 

6 

4 

4 

3 

5 

0 

4 8 


White males 

9 

5 

7 

9 

8 

9 

5 

2 

6 

0 

4 

0 

4 

0 

4 0 


White females 

5 

5 

; 7 

2 

7 

1 

! 6 

2 

6 

2 

4 

0 

4 

9 

4 8 


Colored males 

6 

6 

5 

4 

7 

7 

7 

6 

6 

6 

4 

9 

8 

0 

7 5 


Colored females 

4 

8 

6 

8 

13 

2 

13 

1 

13 

3 

9 

6 

12 

5 

10 7 

46-75 

Total persons 

61 

1 

73 

7 

66 

6 

81 

9 

91 

0 

98 

t 

93 

4 

93 6 


White males 

49 

3 

56 

3 

46 

7 

56 

6 

56 

4 

61 

4 

56 

3 

60 4 


White females 

75 

2 

92 

0 

87 

0 

106 

5 

123 

1 

133 

1 

126 

9 

124 7 


Colored males 

37 

4 

44 

2 

30 

6 

37 

7 

44 

4 

54 

8 

53 

1 

43 9 


Colored females 

30 

0 

60 

0 

59 

1 

90 

9 

111 

2 

119 

9 

120 

6 

114 9 


The increase m the number of diabetics has led to an increase 
m the death rate from the disease Among policyholders at ages 
two to seventy-five the death rate per 100,000 increased from 
15 in 1911 to 20 in 1931; it has remained at that level, except for 
slight fluctuations from year to year. For white persons the 
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increase m the death rate has been confined to ages over forty- 
five, and there has been a large decline at ages under forty-five 
since the introduction of insulin. One cause of the increased 
death rate from this disease at the older ages has been the post- 
ponement of deaths among diabetics from the younger ages. The 
death rate among colored persons has increased at all ages. The 
increase has been particularly marked among colored females; 
their death rate from this disease has more than tripled over the 
33-year period. 

Maternal Mortality.^* — In recent years much public-health 
work has been devoted to maternal care, both before and after 
birth of the baby, and these efforts have shown heartening results 
in reducing the mortality rate from childbearing. Along with 
marked improvements in infant mortality, the puerperal mor- 
tality rate among Industrial women policyholders has diminished 
by more than half during the past decade. 


Table 32.— Standardized Annual Death Rates ter 100,000 from 
Diseases or the Puerperal State 


Age I 

Color and sex j 

1911 

1916 

1921 

1926 

1931 

1936 

1941 

1943 

2~75 

White females 

36 1 

31 8 

34 3 

26 9 

21 2 

13 8 

8 3 

7 0 


Colored females 

44 7 

36 9 

43 9 

37 3j 

32 0 

24 6 

16 7 

13 0 

16-45 

White females 

72 2 

63 2 

68 0 

53 3 

42 1 

27 2 

16 5 

13 9 


Colored females 

87 7 

71 7 

86 5 

73 0 

62 9 

48,3 

32.8 

25 7 


The death rates shown in Table 32 are of course affected by 
changes in the birth rate A more significant measure of the 
improvement in maternal mortality is obtained when these 
deaths are expressed in terms of the number of births. This may 
be done through the use of statistics for the general population 
During the decade prior to 1934 there were between six and seven 
maternal deaths each year per 1,000 live births; since that year 
the rate has decreased steadily and by 1943 it had dropped to 
between two and three per 1,000. Durmg this period extensive 

1 Puerperal mortality 
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clinical and nursing services of a high order have become available 
to prospective mothers, and the sulfa drugs have come into 
general use to combat puerperal infections 

Nevertheless, even at the present time, deaths as a result of 
pregnancy and childbirth account for one out of every 15 deaths 
among female Industrial policyholders in the sixteen to forty-five 
age group The death rate from puerperal causes rises to a peak 
at about the age of thirty for white women and at a somewhat 
earlier age for colored women and falls off sharply thereafter. 
Colored women show a higher maternal death rate, owing partly 
to more limited medical and nursing care. 

There is good reason to hope that, with a more widespread 
development of programs of prenatal medical and nursing care 
and with increased use of medical service and hospital facilities, 
the marked progress that has already begun and has been acceler- 
ated in the past few years will continue for the future 

Accidents. — In both sexes, regardless of race, accidents rank 
high among the leading causes of death; but it is among males, 
whose exposure to accident is greater, that accidents exact the 
greater toll. Few other causes of death show so large a difference 
between the sexes. Among Industrial policyholders at ages two 
to seventy-five, the death rate from accidents for males is more 
than four times as great as for females Among white persons 
at ages six to twenty-five, accidents actually outrank every other 
cause of death. 

Over the 33-year period since 1911 the death rate from all 
accidents combined has shown considerable fluctuation, but the 
trend has been generally downward, the improvement from 1911 
to 1943 being about 40 per cent It is notable that this reduction 
was accomplished despite a great increase m the death rate from 
automobile accidents. Largely because of wartime restrictions, 
however, the death rate from motor-vehicle accidents has declined 
sharply since 1941 ; in 1943 it was little more than one-half of the 
all-time high recorded in 1931. 

In 1943, of all fatal accidents among Industrial policyholdeis 
62 per cent occurred m public places, that is, on streets, highways, 
and other public facilities ; 24 per cent occurred at home, and 14 
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Tajblb 33 — Standabdized Annual Death Eates pek 100,000 fkom 

Accidents 

(Including Unspecified Violence) * 


Age 

Color and sex 

1911 

' 1916 

1 _ __ 

1921 

1926 : 

I 1 

1931 

1936 

1941 

1943 

2-75 

Total persons 

86 

6 

81 

2 

61 5 

68 

5 

65 

9 

60 

2 

50 

0 

52 3 


White males 

138 

7 

132 

0 

94 4 

105 

3 

102 

1! 

92 

2 

79 

2 

87 9 


j White females 

38 

5 

33 

7 

29 7 

32 

7 

30 

9 I 

28 

7 

22 

0 

19 3 


Colored males 

119 

1 

120 

9 

99 5 

111 

7 

106 

0 

101 

8 

81 

6 

79 4 


Colored females 

46 

8 

43 

0 

37 2 

43 

9 

39 

6 

36 

5i 

26 

6 

23 0 

2-15 

Total persons 

58 

2 

58 

6 

56 8 

51 

3 

41 

3 

33 

9 

29 

4 

32 0 


White males 

74 

7 

76 

3 

74 3 

66 

1 

54 

3 

43 

8 

40 

3 

44 0 


White females 

36 

6 

37 

6 

36 4 

j 33 

8 

26 

7 

22 

1 

17 

3 

18 6 


Colored males 

101 

9 

96 

5 

94 5 

82 

0 

65 

1 

60 

3 

45 

0 

56 5 


Colored females 

66 

9 

55 

6 

47 9 

48 

7 

33 

9 

27 

0 

26 

5 

23.0 

16-55 

Total persons 

79, 

,0 

73 

1 

53 0 

60 

7 

61 

7 

54 

5 

47 

3 

52 7 


White males 

143 

1 

132 

6 

91 2 

103 

3 

105 

7! 

92 

1 

82 

4 

99 1 


White females 

21 

7 

18 

0 

16.7 

19 

8 

19 

6 

17 

8 

14 

0 

10 9 


Colored males 

115 

1 

127 

0 

96 7 

111 

1 

112 

2 

106 

4 

85 

4 

80 0 


Colored females 

24 0 

25 

4 

23 2 

31 

7 

31 

2 

26 

8 

21 

0 

15 5 

56-75 

Total persons 

222 

1 

200 

8, 

128 1 

169 

9 

168 

5 

176 

3| 

130 

8 

112 9 


White males 

317 9 

307 

6’ 

178 5 

244 

7 

235 

4 

248 

6 

185 

5 

160 8 


White females 

147 

9 

117 

3I 

87 4 

108 

3 

113 

7 

116 

A 

86 

2 

73 0 


Colored males 

198 9 

162 

3l 

133 5 

209 

0 

199 

5 

207 4 

176 

7 

149 5 


Colored females 

121 

9 

no 

2 

89 4 

103 

7 

109 

9 

126 

2 

60 

6 

68 9 


* Excludes deaths from wounds of war 


per cent were occupational The number of occupational 
accidents is greatly affected by the level of business activity. 
However, despite the high level of business activity in recent 
years, the fatality rate from this cause has been about one-third 
lower than the average for the 1920^s, and about one-half of the 
maximum rate recorded in 1913. 

According to cause of injury, motor-vehicle fatalities rank 
first, and during 1943 accounted for 26 per cent of accidental 
deaths. Falls were responsible for 18 per cent, air transport 
for 11 per cent, drowmngs for 11 per cent, and burns for 5 per cent 
of the total accidental deaths. 
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COMPARISON OF ORDINARY AND INDUSTRIAL DEATH 
RATES BY CAUSE OF DEATH 

Table 34 (pages 318-319) gives the mortality rates from 
specific causes of death during the period 1936-1939 among 
Jkletropolitan standard Industrial and standard Ordinary policy- 
holders, classified by age groups The comparison on page 318 
relates to white men; that on page 319, to white women. These 
tables show that Industrial mortality is almost without exception 
higher than Ordinary in every age group for each sex for every 
important cause of death » 

In ’the age group twenty-six to thirty-five there were 123 5 
more deaths from all causes among 100,000 white male Industrial 
policyholders than among the similar group of Ordinary policy- 
holders Among the principal individual causes of death, the 
excess of Industrial deaths arises chiefly from accidents, which 
account for 29 excess deaths per 100,000; from tuberculosis, which 
accounts for 24; from diseases of the heart, which account for 20; 
and from pneumoma, which accounts for 11 
Among men at ages thirty-six to forty-five the excess of 
Industrial over Ordinary mortality is largely accounted for by 
tuberculosis, diseases of the heart, accidents, pneumonia, and 
chronic nephritis (Bright’s disease) These same causes, 
together with cancer and cerebral hemorrhage, continue to be 
fesponsible for the greater part of the excess of Industrial over 
Ordinary deaths in the higher age groups. The only important 
causes of death that show a lower rate among Industrial than 
among Ordinary male policyholders are suicide and appendicitis, 
and then only at the older ages 
The comparisons for women are not lehable to the same degree 
as those for men, because of the relatively small volume of Ordi- 
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Cause of death 
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* TJie Industrial experience is that for standard weekly-prexmum policyholders The Ordinary experience excludes that for policy- 
holders insured at substandard premium ratra and those insured under monthly-premium-debit pohcies, the experience durmg the first 
5 years alter issue, which represents the penod of select mortality (see footnote on p 103), has been omitted 
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nary life insurance issued to women As a result, considerable 
fluctuations occur in the Ordinary death rates for individual 
causes However, the available material indicates that the 
findings for male deaths generally hold for women The one 
noteworthy exception m the case of women is the small difference 
between the Industrial and Ordinary death rate from accident 
This is to be expected, since the difference in accident death rates 
of men is in large measure attributable to occupational casualties 



APPENDIX N 


NEW YORK STATE LIMITATION OF EXPENSES ON 
INDUSTRIAL LIFE INSURANCE 

Since 1907, the New York Insurance Law has limited the 
amount of expense that a life insurance company operating in 
that state may incur m connection with Ordinary life insurance 
This Ordinary expense limit was unsuitable for Industrial life 
insurance, since the small size of policies and the receipt of very 
small individual premiums at the policyholders’ homes necessi- 
tate a greater expense rate than for Ordinary 

In 1940, New Yoik State enacted a law which limits the 
amount of expense that may be mcuiied in transacting Industrial 
life msuiance This law is applicable to the entiie Industnal 
business of any company operating in that state and, therefore, 
limits expenses in connection with thiee-toiuths of all Industrial 
life insurance in force in United States companies 

Expenses m connection with policies of less than $1,000, on 
which preniiums are payable monthly and arc normally received 
at the home of the insured, do not differ substantially whether 
they are issued as Industrial or as Ordinal y contiacts Accord- 
ingly, Ordinary monthly-debit policies m amounts of less than 
$1,000 are included with Industnal policies for expense-limitation 
purposes Since smallei companies cannot be expected to 
operate at as low an expense rate as large ones, the smaller com- 
panies are permitted a higher expense limit 

The New Yoik Insurance Law, besides limiting the total 
expenses that may be incurred, prescribes certain limitations as 
to how they may be mcuiied Compensation foi selling and 
other services must be determined in advance, first-year com- 
missions on Industrial life msuiance must not exceed those 
payable on Ordinary monthly-premium-debit insurance, and 
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no bonus may be paid based on the volume of new business sold 
The law also prohibits issuing any Industrial policy which does 
not appear to be self-supporting on reasonable assumptions as 
to interest, mortality, and expense 

The following is a copy of Sec 213-a of the New York Insur- 
ance Law, as in effect at the end of 1943, pertaining to the limita- 
tion of expense on Industrial life insurance. 

INDUSTRIAL LIFE INSURANCE; LIMITATION OF EXPENSES 

1 No domestic life insurance company, and no foreign or alien life 
insurance company doing business in this state, shall, except as pro- 
vided in Subsec 4, make or incur m any calendar year, or permit to 
be made or incurred on its behalf or under any agreement with it, total 
Industrial life insurance expenses as defined in ^ubsec 2, in excess of 
the total Industrial life insurance expense limit, as defined in Subsec 3. 

2 The total Industrial life insurance expenses of any such com- 
pany, within the meaning of this section, shall include all expenses, 
made or incurred on its behalf with its permission or under any agree- 
ment with it, in the business of Industrial life insurance, except 

(a) taxes, licenses and fees, 

(b) disbursements for health and welfare work for other than 
employees not exceeding per centum of the Industrial life insurance 
premiums received, 

(c) that portion of its total investment expenses (not exceeding 
}i per centum of the mean amount of its total invested assets during 
such calendar year) which is equitably apportionable to its Industrial 
life insurance busmess, 

(d) taxes and other outlays exclusively in connection with real estate 
and commissions, or salaries and expenses in lieu of commissions, on 
mortgage loans, and 

(c) outlays representing the accrued liability for services rendered by 
insurer’s employees prior to coverage under employees pension plans 

3 The total Industrial life insurance expense limit, within the 
meaning of this section, shall be the sum of the following items: 

(а) 7 per centum of all premiums, which are payable monthly, 
received by such company durmg such calendar year for Industrial life 
insurance; 

(б) 15 per centum of all premiums, which are payable weekly or 
oftener than monthly, received by such company during such calendar 
year for Industrial life insurance, less 8 per centum of all such premiums 
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paid at a company office during such calendar year, under such cir- 
cumstances as to require an allowance by the company for direct 
payment of premiums; 

(c) 40 per centum of all first-year premiums received during such 
calendar year for all monthly-premium Industrial life insurance except 
endowment insurance; 

(d) 30 per centum of all first-year premiums received by such com- 
pany during such calendar year for monthly-premium Industrial life 
insurance m the form of endowment insurance ; 

(e) 35 per centum of the first-year premiums received by such com- 
pany during such calendar year for Industrial life insurance, other than 
endowment msurance, on which the premiums are payable weekly or 
oftener than monthly, 

(/) 25 per centum of all first-year premiums received by such com- 
pany during such calendar year for Industrial life insurance in the form 
of endowment insurance, on which the premiums aie payable weekly or 
oftener than monthly, 

{g) 0 175 per centum of the aggregate amount of Industrial life 
msurance of such company in force at the beginning of such calendar 
year and of the aggregate amount of such insurance which was issued 
during such calendar year and which is in force at the end of such 
calendar year and 0.3 per centum of the aggregate amount of premium- 
paying Industrial life insurance of such company in force at the begin- 
ning of such calendar year and of the aggregate amount of spch 
msurance which was issued during such calendar year and which is 
m force at the end of such calendar year; 

Qi) 0 35 per centum of the aggregate amount of Industrial life insur- 
ance of such company which was issued during such calendar year and 
which is in force at the end of such calendar year, exclusive of additional 
insurance purchased by the application of policy dividends. 

The amounts of Industrial life insurance referred to in this section 
shall not include additional benefits payable under provisions for 
accidental-death benefits or under provisions for disability benefits, 
contained in such policy. The superintendent may, in his discretion, 
accept satisfactory approximations of the figures required m this section. 

4. The total Industrial life insurance expense limit of any such com- 
pany which has in force at the end of the next preceding calendar year 
less than $1,000,000 of Industrial life insurance shall be increased by 
100 per centum; and for any other such company, such limit shall be 
increased by 100 per centum less 0.2 per centum for each $1,000,000 
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of Industrial life insurance, in excess of $1,000,000 of Industrial life 
insurance, until the extra margin is 60 per centum of said limit, and 
thereafter said extra margin shall decrease by M P^r centum for each 
$10,000,000 of Industrial life insurance, in force at the end of the next 
preceding calendar year; but in no event shall such limit be less than 
that hereinbefore specified. 

5. No such company, and no person, firm or corporation, on its 
behalf or under any agreement with it, shall pay or allow to any agent, 
broker, efhployee or other person, for services m procuring an applica- 
tion for Industrial life, insurance, for collectmg any premium thereon, 
or for any other service performed m connection therewith, any com- 
pensation greater than that which has been determined by agreement 
made in advance of the rendering of such service. 

6. No such company, and no person, firil or corporation on its 
behalf or under any agreement with it, shall pay or allow, or permit to 
be paid or allowed, any bonus, prize or reward of any kind or character 
or any increased or additional commissions or compensation of any 
kind whatsoever, based upon the volume of any new business or the 
aggregate number of policies written or paid for. Nothing contained 
in this subsection shall be construed as prohibitmg the institution of 
contests or competitions among field representatives, and the recogni- 
tion of success in such competitions by the awarding of ribbon decora- 
tions, medals, pins, buttons or other tokens having a small intrinsic 
value given not as compensation but as bona fide recognition of merit 

7 On first-year premiums on policies of Industrial life insurance 
delivered in this state, no such company shall pay any agent or field 
representative a rate gf commission exclusive of collection and con- 
servation commissions in excess of the following percentages* 

(a) on monthly-premium Industrial life insurance, a percentage of 
the first-year premiums equal to the percentage which is payable to 
such agent or field representative as a first-year commission on similar 
Ordinary life insurance on the monthly-premium-debit plan, 

(h) on Industrial life insurance, on which the premiums are payable 
weekly or oftener than monthly, a percentage of the first-year premium 
equal to the percentage, which is payable to such agent or field repre- 
sentative as a first-year commission on monthly-premium-debit life 
insurance. 

8. No such company shall issue any policy of Industrial life insurance 
which shall not appear to be self-supporting on reasonable assumptions 
as to interest, mortality and expense. 
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9. If any such company shall in any calendar year make or incur, 
as herein provided, total Industrial life insurance expenses in excess of 
the total Industrial life insurance expense limit, the superintendent 
may, upon written application of such company and if he is satisfied 
that such company has taken steps which will enable it to comply with 
the provisions of this section during the next succeeding calendar year, 
suspend such limit for such company for the calendar year m which such 
excess was incurred, but no such order or suspension shall be given for 
any one company for more than two calendar years in succession 

10. The term Industnol life insurance as used in this section shall 
include all monthly-premium life insurance issued after Dec 31, 1938, 
in amounts of less than $1,000 with monthly premiums normally col- 
lected at the home of the insured by an agent who is compensated for 
such services on the plan known as the Industrial debit plan, notwith- 
standing such monthly-premium life insurance may not be Industrial 
life insurance within the meaning thereof as defined in Sec 201 ^ 

11 In the case of an alien life insurance company the provisions of 
this section shall apply only to its United States branch. 

A Sec. 201 of the New York State Insurance Law defines Industrial life 
insurance as '‘that form of life insurance, either (a) under which the pre- 
miums are payable weekly, or (6) under which the premiums are payable 
monthly or oftener, but less often than weekly, if the face amount of insur- 
ance provided m any such policy is less than $1,000 and if the words Indm- 
tnal policy arc printed upon the policy as a part of the descriptive matter 
(author) 
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TAXATION OF LIFE INSURANCE COMPANIES 

Life insurance companies pay real-estate taxes and other 
property taxes in the same manner and at the same rates as any 
other corporation or individual. These^a||d any other taxes 
paid on the companies^ investments form parr of their investment 
expenses, which are deducted from interest, dividends, and 
rents received m determining their net investment income for 
Federal income tax and other purposes. Like other employers, 
the companies also pay Federal and state Social Security taxes 
In addition, they pay taxes peculiar to insurance companies. 

State Taxes. — Every state and the District of Columbia 
require each insurance company of another state to obtain an 
annual license for the privilege of transacting business within its 
jurisdiction (Most states also require annual licensing for 
companies organized under their own laws.) One of the pre- 
requisites for such hcenses is the payment of annual privilege 
taxes 

In the early days of hfe insurance the companies were subject 
to corporation taxes on the same basis as other corporations. 
But such taxes were found unsuitable — especially as applied to 
out-of-state companies By practically umversal usage, a 
special tax basis has been adopted for insurance companies. 
States generally impose this tax on the amount of premiums 
that the company has received from residents of the state during 
the preceding year ^ These privilege taxes (usually called 
premium taxes) are the largest item of insurance taxes paid by 
insurance companies. 

1 In Massachusetts, the tax has been based on the amount of legal reserve 
held by the company on behalf of the policies m force on residents of that 
state but a statutory amendment, effective Jan. 1, 1944, provides for 
transition to a premium basis. 
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Both the basis for determining the amount of premium receipts 
on which the tax is imposed and the tax rate vary among the 
states. While some use as the tax base the entire amount of 
premiums paid by their residents, most states reduce the gross 
amount of premiums paid by the amount of some or all forms of 
dividends that residents of the state have received on their insur- 
ance The average tax rate is about 2 per cent 

In addition to these premium taxes, life insurance companies 
must also pay various state assessments, among which are fees 
for filing annual statements and other required documents, fees 
for renewal of certificates of authority, and expense charges 
such as the costs of examination of the company by state insur- 
ance departments The total amount of all these fees and 
expense assessments is much smaller than that of the premium 
tax. 

According to a bulletin of the United States Chamber of 
Commerce, the special insurance taxes, licenses, and lees collected 
by the 48 states and the District of Columbia m 1940 amounted 
to almost $114,000,000, of which less than 5 per cent was needed 
for the supervision of the insurance business and other services 
rendered to policyholders so that during that year alone the 
states received for general use more than $108,000,000 of the 
piemiums paid by insurance policyholders 

Some states also subject insurance companies to their general 
corporation tax statutes, such as income-tax laws A few of 
them credit premium taxes paid against the income tax or permit 
other proper deductions; usually, in such cases no income tax 
is payable except by domestic companies in states where such 
companies are not required to pay premium taxes 

Federal Taxes. — ^Life insurance companies are subject to the 
corporation income tax levied by the Federal government 
Prior to 1921, the tax basis for insurance companies corresponded, 
with some proper adjustments, to the taxable income of other 
corporations, but this method proved unsatisfactory because 
of the nature of the life insurance business In 1921, a new basis 
for taxing life insurance companies was adopted, which based 
the tax on the company's net income (after deducting investment 
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expenses) from interest, dividends, and rent, excluding the amount 
of interest derived from tax-exempt securities, and less a ‘^reserve 
and other policy liability credit'^ related to the amount of interest 
needed to maintain the reserve 

For a number of years life insurance companies paid substantial 
sums as income tax During the depression of the 1930^s, how- 
ever, the interest rate earned on their investments declined, and 
their Federal income tax decreased This continued until, for 
many companies, net investment income excluding interest 
derived from tax-exempt securities became smaller than the allow- 
ance for interest required to maintam reserves. Accordingly, 
the net income was not sufficient to require payment of any 
Federal income tax 

In 1942 the Federal Income Tax Act was amended The 
principle of basing the tax on net non-exempt investment income, 
with some allowance for interest required to maintain reserves, 
was retained, but important changes were made in the method 
of computing the allowance for interest on the reserve.^ 

1 Formerly, each company was allowed a deduction from its net mvest- 
ment mcome equal to 4 per cent of the average amount of its legal reserves 
except that in the case of reserves computed at a lower interest rate than 
4 per cent, only 3% cent of such reserves could be deducted. As most 
of the reserves were computed at rates lower than 4 per cent, the deduction 
m effect was per cent of the reserve Interest on tax-exempt securities 
was excluded from the net mvestment mcome 

The 1942 Tax Act provides for a similar deduction, but computed in a 
different manner First, a gross mtere^t allowance is computed for all 
companies combmed on the basis of a 33^-per-cent mterest rate for 65 per 
cent of the reserves, and the actual interest rates used m computing the 
reserves for the remammg 35 per cent To this are add,ed certain other 
allowances for interest requirements on supplementary contracts and other 
special funds. Then, still for all companies combined, the relationship of 
this gross reserve mterest allowance to the net mvestment mcome (includ- 
ing tax-exempt mterest) is determined In 1942, for instance, it was 91 98 
per cent For the followmg year each company determines its tax base by 
first deducting mterest on tax-exempt securities from its net mvestment 
mcome and then deductmg 91 98 per cent (for 1943) of the remmnder only 
This procedure reduces the allowance for mterest on reserves m the pro- 
portion that the mdividual company's mvestment mcome is derived from 
tax-exempt securities 
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These changes substantially reduce the deductions which the 
companies may take from their net investment income in arriving 
at the tax base, especially when part of the income is already 
tax-exempt, and it makes them once more subject to substantial 
Federal income taxes During 1943, life insurance companies 
paid to the United States government about $30,000,000 m 
Federal income taxes 
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NET COST OF INDUSTRIAL AND ORDINARY LIFE 
• INSURANCE AS COMPARED BY THE NEW YORK 
STATE INSURANCE DEPARTMENT 

Reference was made m Chap. X to the comparison of net costs 
of Industrial and Ordinary life insurance made by the exammers 
of the New York State Insurance Department in their 1937 
''Special Study of Industrial Insurance ” This study was made 
in connection with the regular triennial examination of the 
Metropolitan Life Insurance Company 

In this study the term Ordinary is used in both a broad and a 
limited sense In the broad sense it refers to all individual life 
insurance issued in the Ordinary department of the company, as 
distinguished from its Industrial department In the limited 
sense it refers only to insurance issued m the Ordinary branch of 
the Ordinary department and, hence, refers to insurance issued 
at standard, as distmguished from substandard, premium rates 
in the Ordinary department. Three classes of substandard 
insurance are issued in the Metropohtan's Ordinary department; 
these are designated as Intermediate, Special Class and Special 
Class B. 

The following discussion of net costs is an excerpt from the 
"Special Study of Industrial Insurance.'^ 

Net Cost Comparison — ^Industrial insurance and Ordinary insurance 
are fundamentally different in a number of respects, the more impor- 
tant differences will be discussed below. Because of these differences, 
any comparison of costs in the two branches must involve some assump- 
tions and approximations and unless the resulting figures are carefully 
used they are apt to be misleadmg In fact, it is quite difficult to 
present figures which will fully state the facts and which will at the 
same time be simple enough to be readily understood by the layman 
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However, m response to the widespread interest in this matter, some 
comparative figures are given here 

Before proceeding with a discussion of net costs, it is felt to be of 
value to tabulate the gross premiums charged for the plans and ages 
under which net costs will here be compared. For this purpose there 
have been chosen ages at issue twenty, thirty, forty, and fifty, and three 
principal plans of insurance in each of four branches of the company. 
Because it is desired to use for illustrative purposes only plans of 
insurance that are currently being issued by the company, the life 
plan shown below is life-paid-up-at-age-75 in the Industrial branch, 
life-paid-up-at-age-85 in the Ordinary branch and whole-life in the 
Intermediate and Special Class branches. The 20-year-payment life 
and 20-year endowment plans are alike m all four branches It is also 
desired to haye premiums as nearly comparable as possible. All 
figures in Table 35 are therefore gross annual premiums per SI 000 of 
insurance, where the Industrial premiums are taken at 52 times the 
weekly premium, and the premiums in the other branches are taken at 
12 times the monthly premium with normal double indemnity benefit 


Table 35 — Gross Annual Premiums per $1,000 


Plan of insurance 

Age 



Inter- 

mediate 

Special 

Class 

Life plan 

20 

$23 01 

$19 20 

$21 72 

$25 80 


30 

31 71 

24 48 

27 84 

31 92 


40 

44 83 

33 48 

37 92 

43 68 


50 

68 42 

49 3,2 

54 48 

66 12 

20-year-payment life 

20 

33 77 

29 64 

32 16 

37 32 


30 

43 33 

35 16 

38 40 

42 60 


40 

54 17 

43 44 

47 88 

52 32 


50 

74 29 

56 76 

62 04 

70 80 

20-year endowment 

20 

60 47 

49 44 

50 76 

53 28 


30 

63 41 

51 12 

52 68 

54 36 


40 

68 42 

54 60 

57 36 

59 28 


50 

81 25 

63 00 

67 20 

73 44 


It IS now desired to compare the net cost per $1,000 of insurance m 
each of the four branches and on the plans and ages tabulated above. 
The first question that arises is how to define net costs. It has been a 
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common practice to take these costs over a period of 20 years, to ignore 
interest, and to consider the cost to be the sum of the premiums paid 
less the sum of the dividends received and less the cash value available 
at the end of the period, all divided by the number of years in the 
period Net costs derived in this manner have only a limited useful- 
ness They may only be used where the operation of interest does not 
have a disturbing effect, as when comparing policies in the same com- 
pany or in two companies earning about the same rate of interest 
Furthermoie, since interest on policyholders^ funds is used to sup- 
plement the actual premiums paid, any figure which ignores interest 
does not by itself represent a true net cost. But where it is only 
desired to find the excess of the net cost in one group over that in 
another and to relate such excess to a reasonable standard, figures 
derived as above will usually be found to give a fair r^resentation of 
the true state of affairs 

Another method of calculating net costs is to accumulate all the 
items at a rate of interest which is assumed to be proper m the circum- 
stances In the work which follows that rate has been taken at per 
cent, because that is the distribution rate of interest in the current 
Ordinary department dividend scale of the company To make clear 
what a net cost on this basis represents we may take the 20-year period 
as an example In this case the gross premiums less dividends are 
accumulated at per cent interest for 20 years and the cash value 
available at the end of that time is deducted. When the result is 
divided by 20, we have what may be called the average annual net cost 
and which represents the accumulated net cost to a policyholder who 
continues his insurance for 20 years and then surrenders it It does not 
apply directly to a policyholder who dies or surrenders or lapses his 
policy before the end of 20 years. If these limitations are borne in 
mind and if care is taken to avoid comparing groups of policies which 
are not strictly comparable, figures deduced on this basis may be com- 
pared directly with each other. 

Because a large proportion of the policies issued do not remain in 
force for as long a period as 20 years, the net cost figures given herein 
are for periods of 5, 10, 15, and 20 years. In Table 36 we have net 
costs on the second basis outlined above {% e , accumulated at 3?^ per 
cent interest). All figures are per $1,000 of insurance and are based 
on gross premium rates and dividend scales currently in effect The 
gross premiums are those tabulated above. 
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Table 36 — Compaeison op Net Costs 


Period 

Age 

Industrial 

Ordinary 

Intermediate 

Special Class 

5 years 






Life plan , 

20 

$16 21 

$12 97 

$14 37 

$20 22 


30 

23 80 

14 64 

16 89 

21 49 


40 

32 79 

19 46 

22 95 

27 23 


50 

50 00 

29 07 

34 58 

39 28 

20-year-payment life 

20 

20 65 

16 29 

18 56 

23 52 


30 

28 93 

18 44 

20 87 

25 26 


40 

36 37 

22 77 

25 87 

29 53 


50 

52 17 

30 50 

35 76 

40 49 

20-year endowment 

20 

32 05 

19 91 

21 28 

26 25 

30 

36 68 

20 78 

22 54 

26 43 


40 

41 79 

23 88 

26 69 

30 36 

, 

50 

54 56 

31 35 

36 21 

41 02 

10 years 






Life plan 

20 

17 43 

12 13 

13 76 

19 13 

30 

24 72 

13 76 

16 10 

20 45 


40 

33 14 

18 34 

22 15 

26 10 


50 

50 21 

28 67 

34 49 

39 11 

20-year-payment life 

20 

20 14 

14 38 

i 16 97 

21 59 

30 

27 48 

16 15 

1 18 84 

22 80 


40 

34 56 

20 03 

! 23 97 

27 60 


50 

51 S3 

29 04 

■ 34 90 

39 84 

20-ycai endowment 

20 

29 33 

16 80 

18 56 

22 62 

30 

33 51 

17 47 

19 61 

23 29 


40 

39 18 

20 89 

1 24 15 

27 99 


50 

53 59 

29 75 

34 85 

40 15 

15 years 

26 



i 


Life plan 

18 67 

12 52 

14 37 

10 82 

30 

25 47 

14 00 

16 91 

21 21 


40 

34 92 

19 06 

23 04 

27 58 


50 

53 81 

31 16 

1 37 81 

43 43 

20-year-payment life 

20 

20 35 

13 85 

16 81 

20 97 

30 

27 58 

15 42 

18 70 

22 50 


40 

35 37 

19 93 

24 71 

28 40 


50 

54 50 

30 55 

36 88 

42 71 

20-year endowment 

20 

28 76 

15 59 

17 68 

21 23 

30 

32 73 

16 22 

18 86 

22 21 


40 

39 02 

20 05 

23 83 

27 77 


50 

55 02 

30 37 

35 57 

42 18 

20 years 






Life plan 

20 

18 65 

11 81 

13 98 

19 41 

30 

25 91 

13 13 

16 63 

20 80 


40 

36 68 

18 55 

24 04 

27 78 


50 

57 24 

32 24 

39 87 

46 06 

20-year-payment life 

20 

19 67 

10 99 

14 23 

17 67 

30 

27 09 

11 87 

15 60 

18 72 


40 

35 46 

16 14 

21 19 

24 52 


50 

55 74 

27 18 

33 45 

39 42 

20-voar endowment 

20 

22 09 

10 18 

12 62 

15 55 

30 

25 85 

10 66 

13 73 

16 70 


40 

32 24 

14 71 

18 57 

22 52 


50 

48 59 

25 51 

30 38 

37 32 
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Table 37 — ^Excess of Industeial Net Costs ovee Those in Othee 

Beanches 


Period 

Age 

Over Ordinary 

Over Intermediate 

Over Special Claes 

5 years 





Life plan 

20 

$ 3 24 ' 

$ 1 84 1 

$-4 01 

30 

9 16 

6 91 

2 31 


40 

13 33 

9 84 1 

5 56 


50 

20 93 

15 42 

10 72 

20-year-payinent life 

20 

4 36 

2 09 

-2 87 

30 

10 49 

8 06 1 

3 67 


40 

13 60 

10 60 

6 84 


50 

21 67 

16 41 

11 68 

20-year endowment 

* 20 

12 14 

10 77 ; 

5 80 

30 

15 90 

14 14 1 

10 25 


40 

17 91 

15 10 

11 43 

10 years 

50 

23 21 

18 35 

13 54 

Life plan 

20 

5 30 

3 67 

-1 70 

! 30 

10 96 

! 8 62 

4 27 


40 

14 80 

10 99 

7 04 


60 

21 54 

1 15 72 

11 10 

20-year-paynient life 

i 20 

5 76 

3 17 

-1 46 

30 

11 33 

8 64 

4 68 


1 40 

14 53 

10 69 

6 96 


50 

22 79 

16 93 

11 99 

20-year endowment 

20 

12 63 

10 77 

6 71 

30 

16 04 

13 90 

10 22 


40 

18 29 

15 03 

11 19 


50 

23 84 

18 74 

13 44 

16 years 





Life plan 

20 

6 15 

4 30 

-1 15 

30 

11 47 

8 56 

4 26 


40 

15 86 

11 28 

7 34 


50 

22 65 

16 00 

10 38 

20-year-payment life 

20 

6 50 

3 54 

-0 62 

30 

12 16 

8 88 

5 08 


40 

15 44 

10 66 

6 97 


50 

23 95 

17 62 

11 79 

20-year endowment 

20 

13 17 

11 08 

7 53 

30 

16 61 

13 87 

10 52 


40 

18 97 

15 19 

11 25 


60 

24 65 

19 45 

12 84 

20 years: | 





lafe plan 

20 

6 84 

4 67 

-0 76 

30 

12 78 

9 28 

5 11 


40 

18 13 

12 64 

8 90 


60 

25 00 

17 37 

11 18 

20-year-payment life 

20 

8 68 

5 44 

2 00 

30 

15 22 

11 49 

8 37 


40 

19 32 

14 27 

10 94 


50 

28 56 

22 29 

16 32 

20-year endowment 

20 

11 91 

9 47 

6 54 

30 

15 19 

12 12 

9 15 


40 

17 53 

13 67 

9 72 


60 

23 08 

18 21 

11 27 
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In Table 37 the net costs shown above have been reduced to the 
excess of the Industrial net costs over those in the other branches 

While the above figures may be compared directly with each other, 
it IS necessary to relate them to some standard if their full implication 
IS to be made clear Various bases may be used for this purpose some 
of which are more appropriate than others. For example, the excess of 
Industrial over Ordinary net cost may be related to the Ordinary net 
cost Similarly, the excess over Intermediate may be related to the 
Intermediate net cost and the excess over Special Class may be related 
to the Special Class net cost. 

In Table 38 the above excess net costs have been so related. The 
individual ratios were first averaged by assignmg an equal weight to 
each age at issue and the three plans were then combined by assigning 
to each a weight proportionate to the amount of Industrial premiums in 
force at Dec 31, 1936, The figures in Table 38 are therefore a sum- 
mary and represent the excess of Industrial net costs over those in 
other branches expressed, in each case, as a percentage of the net cost in 
such other branch. 


Table 38 — Summaky of Excess of Industrial Net Costs over Those 
IN Other Branches 
Basis* Net Costs of Other Branches 


1 

Period 

Per cent of excess net cost over 

Ordinary 

Intermediate 

Special Class 

6 years 

61 

41 

18 

10 years 

73 

49 

23 

15 years 

78 

49 

24 

20 years 

98 

58 

30 


These figures must be interpreted very carefully Figures similar to 
those in the first column have been used in support of the statement that 
Industrial insurance costs 98 per cent more than Ordinary insurance 
over a 20-year period, but such a comparison is misleading. It is a 
recognized principle of the Industrial business that its scope must be 
broad enough to include practically the entire working population of 
the country. This and related matters are discussed below in the 
section headed Mortality but it may be stated here that this broadening 
1 The Mortality section of the report is not included in this appendix 
Data from that section have been used m Chap VIII, p 111 
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of the scope of the business has naturally resulted in a higher mortality 
in the Industrial branch than is experienced in the Ordinary branch 
In fact it is shown herein that Industrial mortality is 140 per cent of 
Ordinary mortality, and that the mortality experienced in the Indus- 
trial branch lies between that experienced m the Intermediate and 
Special Class branches, being closer to the latter. Since the Industrial 
policyholder may properly be expected to meet the cost of the extra 
mortality, a direct comparison of Industrial and Ordinary net costs is 
not proper because it ignores the mortality element 
A proper comparison would be with a comparable group in the Ordi- 
nary department, but there is no such group. ^ However, it may with 
reasonable accuracy be assumed that if such a group existed and was 
used as a basis for ratios similar to those in Tabled, such ratios would 
he between those in the columns headed Intermediate and Special 
Class and would probably be closer to the latter. If the ratios are 
taken exactly midway between Intermediate and Special Class, they 
are as follows* 

Table 39 — Summary of Excess of Industrial Net Costs over Those 
IN Corresponding Ordinary Branch - 
Basis Midway between Intermediate and Special Class 



Per Cent 

Period 

Eatio 

5 years 

30 

10 years 

36 

15 years 

36 

20 years 

44 


However, these figures are also open to question. They represent 
the excess of the net costs in the Industrial branch over the correspond- 
ing net costs in a comparable Ordinary branch expressed as a percentage 
of such Ordinary net cost. Figures like this presented to an Industrial 
policyholder might lead him to suppose that Industrial premiums are 
30-44 per cent higher than corresponding premiums in a comparable 
Ordinary branch, but the table of gross premiums shown above indi- 
cates that such IS not the case. If the premiums m Table 35 are com- 
bined in the same manner as the net costs were in the above figures, it 
IS found that Industrial premiums exceed those in a branch midway 
between Intermediate and Special Class by about 11 per cent of the 
latter. 

The gross premium paid by an Industrial policyholder is real, some- 
thing he can understand When he considers the cost of his insurance 
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he thinks in terms of the premium he pays Likewise, when considering 
a reduction in his net cost, it is natural to think in terms of the premium 
he IS paying On the other hand, the net costs deduced above are 
theoretical and can only materialize if the policy is maintained in force 
for a specified* number of years and is then surrendered, and if in the 
meantime the assumed rate of interest is earned on all payments 
Moreover, the proper significance of a comparison of one theoretical 
net cost with another would not be readily understood by the average 
policyholder. It therefore appears that a better basis to which to 
relate excess net costs is the actual gross premium payable In this 
connection, when comparing with Ordinary a proper basis would be the 
Ordinary gross premium; when comparing with Intermediate, the Inter- 
mediate gross premium; and when comparing with Special Class, the 
Special Class gross premium. But if this were done there would result 
three sets of ratios not directly comparable to one another. In order 
therefore to have a common denominator m all cases, it was decided to 
use the Industrial gross premium as the standard to which to relate the 
excess Industrial net costs Also, since each of the net costs has been 
accumulated at interest to the end of the period to which it relates, it is 
necessary, in order to have both numerator and denominator of each 
fraction on the same basis, to similarly accumulate the Industrial gross 
premium 

In Table 40 we have the excess Industrial net costs, which were tabu- 
lated above, expressed as a percentage of the corresponding accumulated 
Industrial gross premium The table is in summary form similar to 
the summary given above. 


Table 40 — Summary op Excess op Industrial Net Costs over Those 
IN Other Branches 

Basis. Accumulated Industrial Gross Premium 


Period 

Per cent of excess net cost over 

1 

Ordinary 

Intermediate 

j 

Special 

Class 

Midway between 
Intermediate and 
Special Class 

5 years 

23 

17 

8 

13 

10 years 

23 

18 

9 

14 

15 years 

22 

17 

9 

13 

20 years 

22 

16 

9 

13 
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To make the above figures clear we may illustrate by means of a 
hypothetical case. Where the net cost under an Industrial policy is, 
say, $5 more than the corresponding cost under a comparable Ordinary 
policy, such excess would represent about 13 per cent of the correspond- 
ing Industrial premium of $38.50. That would indicate to an Indus- 
trial policyholder that if he were to have a comparable Ordinary policy, 
his net costs would be reduced by the given percentage of the premium 
he IS now paying. According to the above table that percentage would 
be about 13 

The subject of net costs has been treated in considerable detail because 
there seems to be some confusion regarding this matter. However, the 
matter may be treated much more simply and, where the figures are to 
be used in the manner mdicated above, the simpler treatment will 
suffice. The figures have been computed more simply by ignoring 
interest throughout. Since it is difficult to obtain agreement as to what 
IS a proper rate of interest to use m calculations of this kind, this 
method has the additional virtue of eliminating a matter of con- 
troversy. Also, where net costs are not accumulated at interest it is 
not necessary to similarly accumulate the denominator which is used 
as a standard of comparison, in this case the Industrial gross premium. 
It is felt to be unnecessary to burden this report with the detail tables of 
net costs on the simpler basis, but the final results will be given. Accord- 
ingly, in Table 41, which is a summary similar to the summaries shown 
above, we have the excess of Industrial net costs over those mother 
branches expressed as a percentage of the corresponding Industrial 
gross premium. 


Table 41. — Summary op Excess op Industrial Net Costs over Those 
IN Other Branches 
Basis. Industrial Gross Premiums 



Per cent of excess net cost over 

Period 

Ordinary 

Intermediate 

Special 

Class 

i 

Midway between 
Intermediate and 




Special Class 

5 years 

26 

19 

9 

14 

10 years 

24 

19 

11 

15 

15 years 

24 

19 

11 

15 

20 years 

22 

17 

12 

14 
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It is believed that the figures in Table 41 are a fair representation 
of the true state of affairs They will therefore be the only ones referred 
to in the subsequent discussion. 

It will be observed that the percentages in Table 41 do not vary 
greatly by period. From the figures in this table it may be stated 
that, on the basis outlined above, the net cost of an Industrial policy 
exceeds the corresponding cost on a comparable Ordmary policy by an 
amount which is about 15 per cent of the Industrial gross premium. 
Stating the matter another way if the Industrial policyholder could 
have purchased a comparable Ordmary policy at the time he purchased 
the Industrial policy, his net cost would be reduced by about 15 per 
cent of the premium he is now paying. If he should, instead, avail 
himself of the privilege contained in his Industrial policy of paying 
premiums directly to a district ofiice, he would receive a refund of 10 
per cent of such premiums and "this would serve to reduce the excess 
net cost to about 5 per cent of the Industrial premium. 

It was stated above that there are fundamental differences between 
Industrial and Ordinary insurance which rendered a comparison of net 
costs difficult to make. It is now proposed to discuss the more impor- 
tant differences between the branches which should be borne in mind 
when considering the above figures. 

It will be recalled that the life plan used above is hfe-paid-up-at- 
age-75 in the Industrial branch, life-paid-up-at-age-85 in the Ordinary 
branch, and whole-life in the Intermediate and Special Class branches 
These differences in plan contribute to a somewhat higher apparent 
cost in the Industrial branch than would be the case if all the plans 
were identical. 

In the Ordinary, Intermediate, and Special Class branches the divi- 
dends reflected in the net cost figures are those payable during the 
specified number of policy years. However, Industrial dividends are 
paid as of Jan. 1, regardless of the anniversary date, and the first 
dividend is payable at the beginning of the fourth calendar year. On 
the average therefore, the first dividend is paid after 3M policy years 
and annually thereafter. In the Industrial net cost figures two and 
one-half dividends were used for the 5-year period, seven and one-half 
for the 10-ycar period, etc. The figures do not include mortuary divi- 
dends, which are higher in the Industrial than in the Ordinary branch 

The 20-year figures include cash settlement and maturity dividends, 
where payable In the Ordinary, Intermediate, and Special Class 
branches a cash settlement dividend is paid upon surrender of a policy 
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after it has been in force for 20 years, and a maturity dividend is paid 
upon maturity of an endowment In the Industrial branch maturity 
dividends are paid but cash settlement dividends are not ^ 

Industrial policies provide a benefit for loss of eyesight or limbs and 
an accidental-death benefit for which no specific extra premiums are 
charged. The cost for the former benefit is not large and, therefore, 
no addition was made to the premium in the other three branches for a 
corresponding benefit. Nevertheless, part of the extra cost of Indus- 
trial insurance is due to the inclusion of this benefit. The accidental- 
death benefit is more costly and it was necessary to show a correspond- 
ing cost in the other three branches. Accordingly, in each case the 
premium for the “normal’’ accidental-deat^ benefit was added to the 
premium for msurance m the Ordinary, Intermediate, and Special 
Class branches. The “normal” premium was added in order to arrive 
at a reasonable figure, but several matters should be mentioned m that 
connection The Industrial benefit provides for payment of double 
indemnity if death is due to accidental means prior to attaining age 
seventy, but the benefit in the other three branches is limited to age 
sixty-five Also, Industrial policyholders as a class are a much dif- 
ferent group from those in the Ordinary branch Many of them are 
engaged in occupations which are more hazardous from an accidental- 
death point of view than the average Ordinary policyholder’s While 
in the other three branches premiums for the accidental-death benefit 
are graded, according to occupation, from the normal premium to a 
premium two and one half times normal, premiums in the Industrial 
branch for the entire policy, including the accidental-death benefit, are 
not so graded. Yet, many Industrial policyholders, if insured in one 
of the other three branches, would be charged a larger premium for the 
accidental-death benefit, or be denied it entirely, on account of their 
occupations. This is naturally reflected in the cost of the benefit and 
recent investigations have shown that, when due allowance is made for 
the different sex distributions, the cost in the Industrial branch is 
about 150 per cent of that in the Ordinary branch' However, the 
experience on females is much more favorable than on males and, 
since the proportion of females to total is over 50 per cent in the Indus- 
trial branch and only about 10 per cent in the double indemnity experi- 
ence of the Ordinary branch, the total cost of the benefit is somewhat 
higher in the Ordinary branch It therefore appeared that the normal 

^ Since the end of 1943, cash settlement dividends have also been paid 
in the Industrial branch (author). 
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double-indemnity premium is a reasonable figure to add to the premium 
in the Ordinary, Intermediate, and Special Class branches as the equiva- 
lent of the accidental-death benefit included in Industrial policies 
In the above tables weekly premiums are used in the Industrial 
figures and monthly premiums in the others It is therefore to be 
expected that Industrial costs will be higher by the extra expense 
involved in the more frequent collection of premiums 

Industrial policies are issued at age next birthday while those in the 
other branches are at age nearest birthday. On the average, therefore, 
age twenty in the Industrial branch corresponds to age nineteen and 
one-half in the other branches, etc. This has the effect of showing a 
higher apparent cost in the Ordinary branches, but since the difference 
in the final result is small it was ignored in developing the above figures 

During the next triennial examination of this company in 1940, 
the examiners did not repeat their detailed study of Industrial 
costs, since the figures would have differed very little from those 
previously determined However, they concluded 

On the whole, it appears that the comparison at this time would be 
at least as favorable for Industrial insurance as it was in the former 
study 



APPENDIX Q 

BASIC PREMIUM CALCULATIONS 


The basic premium for life insurance is the amount that would 
exactly suffice for a company to meet all its obligations if it were 
to experience the rates of mortality and interest assumed m its 
premium calculations, provided that the business were conducted 
entirely without expense Although actuaries, in computing 
basic premiums, use time-saving devices to obtain the same 
results, the prmciples on which level basic premiums are com- 
puted may be illustrated by the following simplified arithmetical 
examples The premiums will be computed on the basis of the 
Standard Industrial Mortality Table, 1906 (see Table 47, p 349) 
and 3 per cent interest 

The fundamental part of a mortahty table is the column that 
lists the death rate at each age In order to simplify certain 
calculations (such as those illustrated here) two additional 
columns are included the number living and the number dying 
at each age out of an arbitrary number of persons alive at the 
youngest age of the table The Standard Industrial Mortality 
Table was originally started with 100,000 persons alive at age 
two.^ This number was then multiplied by the death rate at 
age two (34 670 per 1,000) to produce the number of deaths 
at that age (3,467) ; the latter figure was then subtracted from 
the 100,000 original entrants to give the number who survived 
to age three (96,533). This process was repeated until, in 
accordance with the mortality table, the last of the original 
100,000 persons would have died In the case of the Standard 
Industrial Mortahty Table the last death occurred at age 
ninety-eight 

^This table was prepared m 1906, when Industrial policies were not 
generally sold on a child younger than age two (next birthday), data for 
age one were added later 
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Basic annual premiums will be computed for three plans of 
insurance* endowment, whole life, and limited-premium-payment 
life Although endowment and limited-premium-payment life 
plans are not issued under Industrial life insurance for such short 
periods of premium payment as 5 years (because of the high 
premium rate on such plans), the 5-year endowment and 5-year- 
payment life plans were selected to reduce the amount of arith- 
metic and will serve for illustrative purposes. 

The computation of the basic annual premium will be made in 
two steps. First, a basic single premium will be computed 
This is the amount which, if paid in one sum in advance, would 
exactly suffice to provide insurance of the type desired, on the 
basis of the rates of mortality and interest assumed Then a 
basic annual premium will be computed as the level amount 
payable each year during the premium-paying period that is 
exactly equivalent to this basic single premmpa 
Five-year Endowment Plan. — To obtain the basic single 
premium for $100 of 5-year endowment insurance to be issued to 
persons twenty years old, the following section of the Standard 
Industrial Mortality Table is needed: 

Table 42. — Section of Standaed Indttsteial Moetality Tabi^e 


Age 

Number of persons 
living at 

beginning of year 

Number of 
persons dying 
during year 

20 1 

86,699 

599 

21 1 

86,100 

651 

22 1 

85,449 

696 

23 

84,753 

732 

24 

84,021 

764 

25 

83,257 



The part of the basic single premium that is needed to pay 
death claims during the 5 years will be calculated first. For 
simplicity, it will be assumed (as is the usual practice in these 
computations) that death claims are paid at the end of the year 
in which they occur 
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The total amount needed to pay the death claims that will 
occur among the 86,699 persons in the group will be that amount 
which together with interest earnings will provide $59,900 at the 
end of the first year ($100 for each of 599 death claims), $65,100 
at the end of the second year, etc 

To make allowance for the interest earned from the time the 
single premium is received until the death claims are paid, the 
amount to be paid m death claims at the end of each year will be 
multiplied by the appropriate discount factor, that is, by the 
amount which when increased with interest will equal one Since 
$970.87 will amount to $1,000 when increased by interest for 
one year at 3 per cent, the discount factor for 1 year is 0 97087 
Such discount factors for periods of 1 to 5 years appear in column 
(5) of Table 43 When these factors are applied to the amounts 
to be paid in death claims in each of the 5 years — as indicated 
in Table 43 — it is found that the total basic single premium 
needed to provide insurance protection of $100 for a period of 
5 years to 86,699 persons age twenty is $314,152 


Table 43 — Computation op Cost of Death Claims dueing 5-ybak 

Peeiod 



Age 

Number of 

Death claims 

Discount 

factor 

Discounted 

Year 

of 

persons dying 

paid at 

amount of 


insured 

during year 

end of year 

death claims 

(1) 

(2) 

(3) 

(4) 

(5) 

(6) 

1st 

20 

599 

$59,900 

0 97087 

$ 58,155 

2d 

21 

651 

65,100 

0 94260 

61,363 

3d 

22 

696 

69,600 

0 91514 

63,694 

4th 

23 

732 

73,200 

0 88849 

65,037 

5th 

24 ‘ 

764 

76,400 

0 86261 

65,903 

Total 





$314,152 


A 5-year endowment policy, however, provides not only a 
death benefit for those who die during the 5-year period but also 
the payment of the insurance to those who are alive at the end 
of the period Of the original 86,699 entrants at age twenty, 
tlllre will be 83,257 survivors at age twenty-five, and each will 
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receive the $100 maturity value of the endowment. The 5-year 
discounted value of the $8,325,700 payable as endowments is 
$7,181,832 ($8,325,700 X 0 86261), and to this amount the 
$314,152 for death claim payments must be added The 
resulting sum of $7,495,984 is the total basic single premium 
for the 86,699 entrants; this is equivalent to $86 46 per person 
($7,495,984 -r 86,699), which is the basic single premium at age 
twenty for $100 of 6-year endowment insurance ^ 

Having thus computed the basic s%ngle premium, it remains to 
find the equivalent basic annual premium This premium is 
payable by each survivor at the beginning of each year of the 
premium-paying period. 

To compute the yearly payment equivalent to a single payment 
of $86 46 at the time the insurance begins, the amount equivalent 
to a yearly payment of $1 will first be calculated. For this 
purpose, it is necessary first to find the discounted value, at the 
time the insurance is to begin, of a payment of $1 at that time by 
each of the 86,699 persons and of additional payments of $1 at 
the beginning of each of the next 4 years by each survivor of 
this group 

Using the same mortality table and rate of interest as before, 
the value at the time the insurance is to begin of $1 payable at 
the beginning of each year can be computed as shown in Table 
44. (Since premiums are assumed to be payable at the beginning 
of each year, the first payment is not discounted, the second one 
IS discounted for 1 year, etc ) 

The total value of $403,048 for the 86,699 persons represents 
$4 65 per person ($403,048 -f- 86,699). Since $1 to be received 
at the beginning of each year for 5 years is thus equivalent to 
$4 65 received in one sum when the insurance begins, the amount 
payable each year for 5 years that is equivalent to a lump-sum 
payment of $86 46 at the beginning is $18 60 ($86 46 4.65). 

1 Although, for simphcity, the amounts entering into the calculation of 
preramms m this appendix are shown only to the nearest dollar or cent, 
as the case may be, values to a greater number of decimal places would be 
used in practice These more precise values were used in computmg^e 
figures quoted here. 
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Consequently, the basic annual premium for $100 of 5-year 
endowment insurance issued at age twenty, when computed on 
the Standard Industnal Mortality Table with interest at 3 per 
cent, is $18 60. 


Table 44 — Computation of Value op Annual Payments of $1 for 

5 Years 




Number of 

Total 


Value when 

Year 

Age 

of 

insured 

persons 
livmg at 
beginning 
of year 

amount of 
$1 payments 
by persons 
insured 

Discount 

factor 

msurance 
begins 
of the $1 
payments 

(1) 

(2) 

(3) 

(4) 

(5) 

(6) 

1st 

20 

86,699 

$86,699 

1 00000 

$ 86,699 

2d 

21 

86,100 

86,100 

0 97087 

83,592 

3d 

22 

85,449 

85,449 

0 94260 

80,544 

4th 

23 

84,753 

84,753 

0 91514 

77,561 

5th 

24 

84,021 

84,021 

0 88849 

74,652 

Total 





$403,048 


Whole -life Plan. — The calculation of the basic single premium 
for whole-hfe insurance may be performed in a manner similar to 
that described for 5-year endowment insurance But in this 
case the calculation is continued to the end of the mortality 
table, when the last policyholder is assumed to die To reduce 
the number of computations, the whole-life basic single premium 
will be computed for $100 of insurance purchased at age ninety, 
although insurance is not issued at such an advanced age. For 
this purpose the section of the Standard Industrial Mortality 
Table from age nmety to the end of the table will be used. 
Columns (3) and (4) below are from that table. 

The calculation of the basic single premium for $100 of life 
insurance on the whole-life plan at age ninety is set forth in 
Table 45. 

Thus it is found that $27,184 is suiEcient to provide a payment 
of $100 at the death of each of 291 persons age ninety. To 
coHect a total of $27,184 from these 291 persons, each person 
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Table 45 — Computation of Basic Single Premium for Whole-life 

Insurance 




Number of 

Number of 

Death 


Discounted 
amount of 
death 
claims 

Year 

Age 

of 

insured 

persons 
living at 
beginning 

persons 

dying 

during 

claims 
paid at 
end 

Discount 

factor 



of year 

year 

of year 


(1) 

(2) 

(3) 

(4) 

(5) 

(6) 

(7) 

1st 

90 

291 

115 

$11,500 

0 97087 

$11,165 

2d 

91 

176 

74 

7,400 

0 94260 

6,975 

3d 

92 

102 

46 

4,600 

0 91514 

4,210 

4th 

93 1 

56 

26 

2,600 

0 88849 

2,310 

5th 

94 

30 

15 

1,500 

0 86261 

1,294 

6th 

95 

15 

8 

800 

0 83748 

670 

7th 

96 

7 

4 

400 

0 81309 

325 

8th 

97 

3 

2 

200 

0 78941 

158 

9th 

98 

1 

1 

i 100 

1 

0 76642 

77 

Total 

1 





$27,184 


Table 46 — Computation of Value of Annual Payments of $1 for 

9 Years 


Year 

(1) 

Age 

of 

insured 

(2) 

Number of 
persons 
living at 
beginning 
of year 

_ (3) 

Total 
amount of 
$1 payments 
by persons 
msured 

(4) 

Discount 

factor 

(5) 

Value when 
insurance 
begins of 

1 the $1 

payments 

1 (6) 

1st 

90 

291 

$291 

1 00000 

$291 00 

2d 

91 

176 

176 

0 97087 

170 87 

3d 

92 

102 

102 

0 94260 

96 15 

4th 

93 

56 

56 

0 91514 

51 25 

5th 

94 

30 

30 

0 88849 

26 65 

6th 

1 95 

15 

15 

0 86261 

12 94 

7th 

96 

7 

7 

0 83748 

5 86 

8th 

97 

3 

3 

0 81309 

2 44 

9th 

98 

1 

1 

0 78941 

0 79 

Total 





$657 95 
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must pay $93 41, which is the required basic single premium for 
a whole-life insurance policy of $100 issued at age ninety 

It remains to convert the $93 41 into the equivalent amount of 
annual payment, that is, into the basic annual premium The 
discounted value, at the time the insurance is to begin, of a 
payment of $1 at that time by each of these 291 persons and of 
additional annual payments of $1 at the beginning of each sub- 
sequent year by each survivor of this group is determined in 
Table 46. 

This value of $657.95 is equivalent to $2^6 per person. There- 
fore, the basic annual premium for $100 of whole-life insurance 
to begin at age ninety is obtained by dividing the basic single 
premium of $93 41 by 2 26, which produces $41 32 

If the basic annual premium for whole-life insurance to begin 
at age twenty were desired, the calculation could be made in the 
same manner as for age ninety except that the tables would start 
with age twenty and continue to age ninety-eight so that they 
would have 79 lines instead of 9 On the basis of the same 
rates of mortality and mterest, the basic single premium for 
$100 of insurance on the whole-life plan for persons twenty years 
old is $37 32, and the equivalent basic annual premium is $1 73 

Five-year-payment Life Plan. — As stated, the basic single 
premium for $100 of whole-life insurance issued at age twenty 
is $37 32, and, as shown in the calculation of the 5-year endow- 
ment annual premium, the present value of an annual payment 
of $1 for 5 years by a person twenty years old is $4.65 There- 
fore, if the basic premium for $100 of whole-life insurance at age 
twenty is payable over 5 years rather than in a single sum, the 
yearly payment would be $37 32 divided by 4 65, or $8 03 This, 
then, is the basic annual premium for a 5-year-payment life 
pohcy for $100 of insurance issued at age twenty 

In the preceding calculations of basic premiums, it was assumed 
that the amount of insurance would remain the same throughout 
the duration of the contract This, however, is not always the 
case For example, policies issued on the lives of young children 
generally provide — ^for reasons explained in Appendix E (page 
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Table 47 — Standard Industrial Mortality Table ( 1906 ) 


Age 

Number of 
persons 
living at 
beginning 
of year 

Number of 
persons 
dying 
during 
year 

Death 

rate 

per 1,000 

Age 

Number of 
persons 
living at 
beginning 
of year 

Number of 
persons 
dying 
during 
year 

Death 

rate 

per 1,000 

1* 

108,912 

8,912 , 

81 828 

51 

57,054 

1,299 

22 768 

2 1 

100,000 

3,467 

34 670 

52 

55,755 

1,339 

24 016 

3 

96,533 

2,169 

22 469 

53 

54,416 

1,379 

25 342 

4 

94,364 

1,248 

13 225 

54 

53,037 

1,423 

26 830 

5 

93,116 

881 

9 461 

55 

51,614 

1,469 

28 461 

6 

92,235 

664 

7 199 

56 

50,145 

1,616 

30 232 

7 

91,571 

545 

5 952 

57 

48,629 

1,566 

32 203 

8 

91,026 

445 

4 889 

58 

47,063 

1,615 

34 316 

9 

90,581 

368 

4 063 

59 

45,448 

1,666 

36 657 

10 

90,213 

310 

3 436 

60 

43,782 

1,717 

39 217 

11 

89,903 

274 

3 048 

61 

42,065 

1,768 

42 030 

12 

89,629 

258 

2 879 

62 

40,297 

1,817 

46 090 

13 

89,371 

263 

2 943 

63 

38 480 

1,864 

48 441 

14 

89,108 

282 

3 165 

64 

36,616 

1,908 

52 108 

15 

88,826 

318 

3 580 

65 

34, 708 

1,948 

56 125 

16 

88,508 

364 

i 4 113 

66 

32,760 

1,983 

60 531 

17 

88,144 

421 

4 776 

67 

30,777 

2,010 

65 309 

18 

87,723 

482 

5 495 

68 

28,707 

2,029 

1 70 532 

19 

87,241 

542 

6 213 

69 

26.738 

2,038 

1 70 221 

20 

86,699 

599 

0 900 

70 

24.700 

2 , 037 

82 470 

21 

86,100 

651 

7 561 

71 

22,663 

2,023 

• 89 264 

22 

85,449 

690 

8 145 

72 

20,640 

1,995 

% 657 

23 

1 84,753 

732 

8 637 

73 

18,645 

1,952 

104 693 

24 

84,021 

764 

9 093 

74 

16,693 

1,893 

113 401 

25 

83,257 

793 

9 525 

75 

14,800 

1,820 

122 973 

26 

82,404 

820 

9 944 

76 

12,980 

1,730 

133 282 

27 

81 , 644 

845 

10 350 

77 

11,250 

1,025 

144 444 

28 

80,799 

873 

10 805 

78 

9,625 

1,507 

156 572 

29 

79,920 

898 

11 235 

79 

8,118 

1,377 

169 623 

30 

I 79,028 

917 

11 603 

80 

6,741 • 

1,239 

183 801 

31 

78,111 

935 

11 970 

81 

5,502 

1,095 

199 019 

32 

77,176 

940 

12 258 

82 

4,407 

950 

215 566 

33 

76,230 

952 

12 489 

83 

3,457 

806 

233 150 

34 

75,278 

1 959 

12 739 

84 

2,651 

068 

251 980 

35 

74,319 

965 

12 985 

85 

1,983 

540 

272 315 

36 

73,354 

970 

13 224 

86 

1,443 

424 

293 832 

37 

72,384 

979 

13 525 

87 

1,019 

322 

315 996 

38 

71,405 

990 

13 865 

88 

697 

238 

341 463 

39 

70,415 

1,002 

14 230 

89 

459 

168 

366 013 

40 

69,413 

1,017 

14 651 

90 

291 

115 

395 189 

41 

68,396 

1,032 

15 089 

91 

176 

74 

420 455 

42 

67,364 

1,049 

15 572 

92 

102 

46 

450 980 

43 

66,315 

1,068 

16 105 

93 

56 

26 

464 286 

44 

65,247 

i 1,090 

16 706 

94 

30 

15 

500 OOO 

45 

64,157 

1,113 

17 348 

95 

15 

8 

533 333 

46 

63,044 

1,139 

18 067 

96 

7 

4 

571 420 

47 

61,905 

1 1,165 

18 819 

97 

3 

2 

666 607 

48 

60,740 

1,196 

19 690 

98 

1 

1 

1,000 000 

49 

59,544 

1,228 

1 20 623 

99 

0 



50 

58,316 

1,262 

21 641 






* The table waa originally prepared to begin at age two and later extended to age one by 
adding a death rate of 81 828 per 1,000 for that age 
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255) — an amount of insurance which is smaller during the early 
years of the policy than during later years Also, the double- 
protection-to-age-65 policy described in Chap XI, page 158, 
provides an amount of insurance twice as great before age sixty- 
five as thereafter For such policies the premium is computed 
in the same manner as here outlined except that the calculation 
of the basic single premium takes into account the varying 
amounts of insurance that the policies provide each year rather 
than using one constant amount for all years. 



APPENDIX R 

BASIS OF SOME CURRENT GROSS PREMIUMS 


To illustrate how the principles discussed in Chap XI were 
applied by one large company in determining its gross premiums, 
the computation of the Metropolitan’s current premium rates 
will be explained briefly in this appendix ^ These rates were 
adopted at the beginning of 1942 Since this is a mutual com- 
pany, the premiums are for participating life insurance Pre- 
miums were determined in much the same manner for both 
Ordinary and Industrial policies 

The mortality tables used in determimng the basic premiums 
were the American Men Ultimate for standard Ordinary life 
insurance, and the 1941 Standard Industrial for standard Indus- 
trial life insurance The Industrial table was prepared in 1941 
under the supervision of the New York State Insurance Depart- 
ment and was based on recent mortality experienced on Industrial 
policyholders, with a reasonable contingency margin added ^ 

The American Men Ultimate Mortality Table was based on 
death rates experienced during 1900-1915 Because of the 
improvement in mortality since that period, the table contains a 
margin over current experience. 

^ For a more detailed explanation of the calculation, of -these premiums, 
see H R Bassford, Premium Rates, Reserves, and Nonforfeiture Values for 
Participating Policies, Transactions of ^the Actuarial Society of America^ 
Vol XLIII, p 328 

2 The 1941 Standard Industrial and the 1941 Substandard Industrial 
mortality tables were prepared in compliance with a law passed by the New 
York state legislature m 1940 and are the legal minimum Btandteards in that 
state for the reserves to be maintained on Industrial policies issued on and 
after Jan 1, 1942. The tables are reproduced on pages 354 and 355 
For a detailed explanation of the construction of these tables see M E 
Davis, 1941 Industrial Mortality Tables, Transachons of the Actuarial 
Society of America^ Vol XLII, p 30 
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In the 1920^8, when companies were earning interest at a net 
rate of per cent or more, it was customary to base premiums 
and reserves for participating insurance on an interest rate 
assumption of 3H or 3 per cent. By the time the 1942 premiums 
were computed, interest rates had decreased substantially. 
Because of this fact, this company considered it advisable to 
compute the reserves to be held on these policies at a rate of 
interest that would be applicable for a reasonable period of time 
in the future It was believed that a rate of 2 % per cent would 
satisfy this requirement 

With respect to gross premiums, the principle followed was that 
the interest rate adopted should be the lowest rate which might 
reasonably be experienced over an extended period. Accord- 
ingly, the company computed its basic premiums so that they 
would provide a specific interest margin of P^i* cent over the 
rate used for reserve purposes This was accomplished by 
making the basic premiums equal to the reserve net premiums 
plus an amount equivalent to the difference between the 2% 
per cent net premium and the 2J4 per cent net premium. 

Thus, the basic premiums for standard Ordinary life insurance, 
including the specific interest contingency margin, were computed 
on the American Men Ultimate Mortality Table, with interest 
at 2J4 per cent. To arrive at the gross premiums charged policy- 
holders, there was added to the basic premiums an allowance for 
expenses and for any adjustment necessary in the safety margins 
already contained in the mortality and interest elements so that 
the gross premium for each plan of insurance and at each age 
would be fair and adequate under a wide range of possible future 
experience. To assure that the gross premiums would meet these 
requirements, they were tested extensively on the basis of several 
different assumptions as to future mortality, interest, and 
expense experience. 

The addition to the basic annual premium which was found 
necessary differed somewhat for the various plans and ages 
For the life-paid-up-at-age-65 plan, for instance, it was found 
that proper gross premium rates would result by increasing the 
basic annual premium by 10 per cent plus an amount which 
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varied, according to the particular age of the insured, from $3 to 
$4 per $1,000 of insurance ^ 

The gross premiums so obtained are those payable annually 
For premiums payable more frequently an amount was added to 
cover the greater operating expenses incurred thereby and the 
loss of interest on that part of the premium not paid at the begin- 
ning of the year* To obtain the gross yearly premium when 
premiums are payable semiannually, an additional amount equal 
to 2 per cent of the gross annual premium was added. For 
premiums payable quarterly or monthly, 4 per cent and 6 per 
cent, respectively, of the gross annual premium was added. 

For standard Industrial life insurance the basic premiums, 
including the specific interest contingency margin over the 
reserve net premiums, were computed on the 1941 Standard 
Industrial Mortality Table with interest at 2J4 per cent, to which 
were added the basic premiums — ^based on recent experience — 
for the accidental-means death benefit and the loss-of-eyesight- 
or-limbs benefit which are included in Industrial policies ^ 

With minor exceptions the gross premiums for monthly- 
premium Industrial policies were then obtained from the basic 
premiums in exactly the same manner as was used m obtaining 
montihly premiums for Ordinary life insurance, that is, the same 
percentage additions and the same additions per $1,000 of 
insurance were made. 

The higher expense rate occasioned by weekly-premium 
Industrial policies, due to their smaller average size and greater 

1 It has been customary, as stated m Appendix Q, to compute basic 
premiums on the assumptions that they are payable at the beginning of 
the pohcy year, and that death claims are payable at the end of the policy 
year. In calculating these basic premiums, however, this company made 
provision for its practice of refundmg premiums paid for any part of the 
year following the month of death, and for the fact that death claims are 
paid immediately on receipt of proper proof of death. See M. E. Davis, 
Premiums and Nonforfeiture Values on a Continuous Basis, The Record 
of the American Institute of Actuaries) Vol XXXI, p. 14. 

2 The premiums for these supplementary benefits vary in relation to 
that for the life msurance benefit, accordmg to plan of msurance and age 
at issue For standard weekly-premium policies they represent on the 
average about 5 per cent of the total gross premium. 
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Table 48 — 1941 Standard Industrial Mortality Table 


Age 

Number of 
persons 
living at 
beginning 

01 year 

Number of 
persons 
dying 
during 
year 

Death 

rate 

per 1,000 

Ago 

Number of 
persons 
living at 
beginning 
of year 

Number of 
persons 
dying 
duimg 
year 

Death 

rate 

per 1,000 

1 

1,000,000 

31,540 

31 54 

51 

706,826 

13,267 

18 77 

2 

968,460 

7,990 

8 25 

52 

693,559 

13,927 

20 08 

3 

960,470 

4,994 

5 20 

53 

679,632 

14,619 

21 51 

4 

955,476 

3,917 

4 10 

54 

665,013 

15,335 

23 06 

5 

951,559 

3,454 

3 63 

55 

649 , 678 

16,080 

24 75 

6 

948,105 

3,119 

3 29 

56 

633 , 598 

16,847 

26 59 

7 

944,986 

2,901 

3 07 

57 

616,751 

17,645 

28 61 

8 

942,085 

2,723 

2 89 

58 

599 , 106 

18,482 

30 85 

9 

939,362 

2,564 

2 73 

59 

580,624 

19 , 352 

33 33 

10 

936,798 

2,436 

2 60 

60 

561,272 

20,251 

36 08 

11 

934,362 

2,345 

2 51 

61 

541,021 

. 21,154 

39 10 

12 

! 932,017 

2,330 

1 2 50 

62 

519,867 

22,032 

42 38 

13 

929 , 687 

2,371 

2 55 

63 

497,835 

22,841 

45 88 

14 

927,316 

2,485 

2 68 

64 

474,994 

23,531 

49 64 

16 

924,831 

2,645 

2 86 

65 

451,463 

24,077 

53 33 

16 

922,186 

2,831 

3 07 

66 

427,386 

24,451 

57 21 

17 

919,355 

3,015 

3 28 

67 

402,935 

24,660 

61 20 

18 

916,340 

3 , 198 

3 49 

08 

378,275 

24,724 

65 36 

19 

913,142 

3,388 

3 71 

69 

353,551 

24,674 

69 79 

20 

909,754 

3,575 

3 93 

70 

328,877 

24,621 

74 56 

21 

906,179 

3,743 

4 13 

71 

304,356 

24,282 

79 78 

22 

902,436 

3,871 

4 29 

72 

280,074 

23,952 

85 52 

23 

898,565 

3,999 

4 45 

73 

256,122 

23,520 

91 83 

24 

894,566 

4,115 

4 60 

74 

232,602 

22,967 

98 74 

25 

890,451 

4,212 

4 73 

75 

209 , 635 

22,276 

106 26 

26 

886,239 

4,298 

4 85 

76 i 

187,359 

21,434 

114 40 

27 

881,941 

4,383 

4 97 

77 

165,925 

20,435 

123 16 

28 

877,568 

4,467 

5 09 

78 

145,490 

19,291 

132 59 

29 

873.091 

4,566 

5 23 

79 

126,199 1 

18,014 

142 74 

30 

868,625 

4,681 

5 39 

80 

108,185 

16,623 

153 66 

31 

863,844 

4,812 

5 57 

81 

91,562 0 

15,144 4 1 

166 40 

32 

859,032 

4,965 

5 78 

82 

76,417 6 

13,604 6 

178 03 

33 

854,067 

6,141 

6.02 

83 

62,813 0 

12,035 0 

191 60 

34 

848,926 

5,331 

6 28 

84 

50,778 0 

10,468 9 1 

206 17 

35 

843,595 

5,551 

6 68 

85 

40,309 1 

8,940 2 

221 79 

36 

838,044 

5,791 

6 91 

86 

31,368 9 

7,480.9 

238 48 

37 

832,253 

6,067 

7 29 

87 

23,888 0 

6,122 5 

256 30 

38 

826,186 

6,378 

7 72 

88 

17,765 5 

4,890 5 

275 28 

39 

819,808 

6,714 

8 19 

89 

12,875 0 

3,803 9 

295 45 

40 

813,094 

7,082 

8 71 

90 

9,071 10 

2,874 00 

316 83 

41 

806,012 

7,488 

9 29 

91 

6,197 10 

2,103 61 

339 45 

42 

798,524 

7,929 

9 93 

92 

4,093 49 

1,487 08 

363 28 

43 

790,595 

8,412 

10 64 

93 

2,606 41 

1,012 17 

388 34 

44 

782,183 

8,948 

11 44 

94 

1,594 24 

660 94 

414 58 

45 

773,235 

9,526 

12 32 

95 

933 300 

412 472 

441 95 

46 

763.709 

10,134 

13 27 

96 

520 828 

244 997 

470 40 

47 

753 575 

10,754 

14 27 

97 

275 831 

137 869 

499 83 

48 

742,821 

11,373 

15 31 

98 

137 962 

73 138 

530 13 

49 

731,448 

11,996 

16 40 

99 

64 824 

64 824 

1,000 00 

60 

719,452 

12,626 

17 55 

100 

0 
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Table 49 — 1941 Stibstandaed Industrial Mortality Table 


Age 

Number of 
persons 
living at 
beginning 
of year 

Number of 
persons 
dying 
during 
year 

i 

Death 

rate 

per 1,000 

i 

' Age 

Number of 
persons 
living at 
beginning 
of year 

Number of 
persons 
d\ing 
during 
>eai 

Death 

rate 

per 1,000 

1 

1,000,000 

41,190 

41 19 

51 

538,176 

15,989 

29 71 

2 

958,810 

11,956 

12 47 

52 

522 , 187 

16,344 

31 30 

3 

946,854 

7,035 

7 43 

53 

505,843 

16,673 

32 96 

4 

939,819 

5,517 

5 87 

54 

489 , 170 

16,974 

34 70 

5 

934,302 

4,457 

4 77 

55 

472,196 

17,259 

36 55 

6 

929,845 

3,970 

4 27 

56 

454,937 

17,538 

38 55 

7 

925,875 

3,602 

3 89 

57 

437,399 

17,824 

40 75 

8 

922,273 

3,329 

3 61 

58 

419 , 575 

18,113 

43 17 

9 

918,944 

3,170 

3 45 

59 

401,462 

18,415 

45 87 

10 

915,774 

3,132 

3 42 

60 

383,047 

18,708 

48 84 

11 

912,642 1 

3,222 

3 53 

61 

364,339 

18,971 

52 07 

12 

909,420 

3,465 

3 81 

62 

345,368 

19,178 

55 53 

13 

905,955 ' 

3,841 

4 24 

63 

326 , 190 

19,310 

59 20 

14 

902,114 

4,348 

4 82 

64 

306,880 

19,346 

63 04 

15 

897,766 

4,947 

5 51 

65 

287,534 

19,276 

67 04 

16 

892,819 

5,589 

6 26 

66 

268,258 

19,092 

71 17 

17 

887,230 

6,228 

7 02 

67 

219,166 

18,800 

75 45 

18 

881,002 

6,810 

7 73 

68 

230,366 

18,402 

79 88 

19 

874,192 

7,282 

8 33 

69 

211,964 

17,913 

84 51 

20 

860,910 

7,637 

8 81 

70 

194,051 

17,335 

89 33 

21 

859 , 273 

7,888 

9 18 

71 

176,716 

16,673 

94 35 

22 

851,38") 

8,054 

9 46 

72 

160,043 

15,934 

99 56 

23 

843,331 

8,172 

9 69 

73 

144 , 109 

15,123 

104 94 

24 

835,159 

8,260 

9 89 

74 

128,986 

14,248 

no 46 

25 

826,899 

8,335 

10 08 

75 

114 738 

13,331 

116 19 

26 

818,564 

8,423 

10 29 

76 

101,407 ; 

: 12, 397 

122 25 

27 

810,141 

8,506 

10 50 

77 

89,010 0 

11,469 8 

128 86 

28 

801,035 

8,602 

10 73 

78 

77,540 2 

10,507 2 

136 28 

29 

793 , 033 

8,708 

10 98 

79 

66,973 0 

9,695 0 

144 76 

30 

784,325 

8,824 

11 25 

80 

57,278 0 

8,846 6 

154 45 

31 

775.501 

8,949 

11 54 

81 

48,431 4 

8,012 5 

165 44 

32 

766 , 552 

9,091 

11 86 

82 

40,418 9 

7,195 8 

178 03 

33 

757,461 

9,256 

12 22 

83 

33,223 1 

6,365 5 

191 60 

34 

748,205 

9,450 

12 63 

84 

26,857 6 

5,537 2 

206 17 

35 

738,755 

9,685 

13 11 

85 

21,320 4 

4,728 7 

221 79 

36 

729 , 070 

9,966 

13 67 

86 

16,591 7 

3,956 8 

238 48 

37 

719,104 

10,298 

14 32 

87 

12,634 9 

3,238 3 

256 30 

38 

708,806 

10,075 

15 06 

88 

9,396 60 

2,586 70 

275 28 

39 

698,131 

11,072 

15 86 

89 

b,809 90 

2,011 98 

295 45 

40 

687,059 

11,481 

16 71 

90 

4,797 92 

1,520 12 

316 83 

41 

675,578 

11,883 

17 59 

91 

3,277 80 

1,]12 65 

339 45 

42 

663 695 

12,285 

18 51 

92 

2,165 15 

786 56 

363 28 

43 

651,410 

12,683 

19 47 

93 

1,378 59 

535 36 

388 34 

44 

638,727 

13,094 

20 50 1 

94 

843 230 1 

349 586 

414 58 

45 

625,633 

13,514 

21 60 

95 

493 644 j 

218 166 

441 95 

46 

612,119 

13,944 

22 78 ' 

96 

275 478 1 

129 585 

470 40 

47 

598,175 

14,374 

24 03 1 

97 

145 893 

72 922 

499 83 

48 

583,801 

14,799 

25 35 

98 

72 97l0l 

38 6841 

530 13 

49 

569,002 

15,215 

26 74 

99 

34 2869] 

34 2869 

1,000 00 

50 

553,787 

15,611 

28 19 

100 

1 

Oj 
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frequency of premium payment, required a greater addition to 
the basic premiums Twelve per cent of the gross weekly 
premium was allowed for these greater expenses, and the gross 
v/eekly premiums therefore were calculated so that 88 per cent 
of the gross yearly premium payable weekly would be equal to 
the gross yearly premium payable monthly Examples of these 
Industrial premium rates for both monthly-preimum and weekly- 
premium policies are given on page 157 

Premium rates for substandard policies — both Ordinary and 
Industrial — were obtained in the same manner as those for 
standard pohcies, except that the death rates used were the higher 
rates applicable to substandard lives For such policies issued 
in the Industrial branch, the 1941 Substandard Industrial 
Mortality Table was used 

The basis of current premium rates in the other two large 
Ordinary-Industrial companies differs from that explained above, 
but the relation of the weekly premiums to the Ordinary pre- 
miums IS about the same m all three companies,^ 

1 For an explanation of the basis of the Prudential’s premium rates, see 
the article by Valentine Howell in the Transactions of the Actuarial Society 
of AmencayNol XLIV, p 113 
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The method of computing level-net-premium reserves, de- 
scribed briefly in Chap XII, will be illustrated m greater detail 
in this appendix As in Appendix Q, the whole-life, 5-year- 
payment life, and 5-year endowment plans will be used as 
examples, and all calculations will be based on the Standard 
Industrial Mortality Table (1906) with interest at 3 per cent 

Whole-life Plan. — The level-net-premium reserve for a whole- 
life policy issued at age ninety will be calculated first Since 
the method is the same for any age, ninety has been chosen m 
order to reduce the number of computations Because the 
mortality and interest rates are the same as those used in 
Appendix Q, the reserve net annual premium will be the same as 
the basic annual premium computed there, which was found to 
be $41 32 per $100 of insurance ^ The computation of this 
reserve is shown in Table 50 

According to the Standard Industrial Mortality Table, 291 
persons are alive at age ninety. It is therefore assumed that in 
the first year the company will receive the reserve net annual 
premium ($41 32) from each of 291 persons — a total amount of 
$12,022 83 As in the calculation of the basic annual premium, 
it is assumed that these premiums are received at the beginning 
of the year and that death claims are paid at the end of the yeai 
Therefore, the $12,022 83 will earn a full year’s interest at 3 pei 
cent ($360 68), which, when added to the premiums received, 
will produce the sum of $12,383 51 at the end of the first year 
before payment of claims 

1 As m Appendix Q, amounts are quoted only to the nearest whole cent, 
although in computing these amounts more precise values have been used 

SIT 
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According to the mortality table, 115 out of the 291 persons 
will die at age ninety, resulting in total claim payments of $11,500 
at the end of the first year After payment of these claims theie 
will remain $883 51 ($12,383 51 — $11,500), the reserve on all 
policies in the group 

The second-year calculation is made in similar fashion, except 
that the fund at the beginning of the year consists of the reserve 
at the end of the previous year plus the second-year premiums 
to be received from the 176 survivors The computation is 
continued until the year when the last policyholder is assumed to 
die — which is at age ninety-eight for the Standard Industrial 
Mortality Table 

The total reserve at the end of the eighth year ($55 77), 
together with the reserve net annual premium received for the 
ninth year ($41 32), plus the interest earned in the ninth year 
($2 91), will be exactly sufficient to pay the final death claim of 
$100 Thus the fund is entirely exhausted when the last person 
dies This demonstrates arithmetically that claims could not 
be paid in full without the reserve It also demonstrates that 
the premium is exactly sufficient to permit the payment of the 
insurance at death and no more It is not sufficient to pay the 
insurance and also, foi instance, the reserve on the policy 


Table 51 — Comput4,tion of Reserve for $100 Whole-life Policy 


Year 

Number of 
persons hvmg 
at end of year 

Total reserve 
at end of year 

Reserve for 
- $100 policy 

at end of year 
(3) 4 - (2) 

(1) 

(2) 

(3) 

(4) 

1st 

176 

$883 51 

$ 5 02 

2d 

102 

999 70 

9 80 

3d 

56 

770 31 

13 76 

4th 

30 

576 50 

19 22 

5th 

15 

370 45 

24 70 

6th 

7 

219 89 

31 41 

7th 

3 

124 37 

41 46 

8th 

1 

55 77 

55 77 
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The prorata portion of the total reserve for each of the policies 
(or per $100 of insurance) remaining in force at the end of each 
year may be determined as in Table 51 

Five-year -payment Life Plan. — The reserve for a 5“year-pa3^- 
ment life policy may be computed in a similar manner Thus, 
for policyholders age twenty when the contract is issued, the 
reserve net annual premium for $100 of insurance — on the same 
basis as the basic annual premium calculated in Appendix Q — 
IS $8 03. The computation of the reserve may be made for the 
entire period that the policies are in force — that is, until the last 
person insured dies — in the same way as for policies on the whole- 
life plan After the first 5 years, no premiums will be received 
This computation is shown in Table 52 

The prorata portion of the total reserve for each $100 policy 
may be calculated as in Table 53 


Table 53 — Computation of Reserve for $100 o- year-payment Life 

Policy 


Year 

Number of 
persons living 
at end of year 

Total reserve 
at end of year 

Reserve for 
$100 policy 
at end of year 

1 (3) - (2) 

(1) 

(2) 

(3) 

(4) 

1st 

86,100 

$ 657,001 44 

$ 7 63 

2d 

85,449 

1,323,559 88 

15 49 

3d 

84,753 

2,000,232 05 

23 60 

4th 

84,021 

2,687,849 26 

31 99 

5th 

83,257 

3,386,842 18 

40 68 

6th 

82,464 

3,409,147 45 

41 34 

77th 

3 

288 44 

96 15 

78th 

1 

97 09 

97 09 


Five-year Endowment Reserve. — In the case ot policies on 
endowment plans, the reserve accumulates more rapidly so that 
by the end of the endowment period it is exactly equal to the face 
amount, which is then payable as an endowment On the 5-year 
endowment plan, for policyholders age twenty when the contiact 
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IS issued, the reserve net annual premium for $100 of insurance — 
again the same as the basic annual premium computed m 
Appendix Q — is $18 60 The reserve computation may be made 

as shown in Table 54, page 362 
The prorata portion of the total reserve for each $100 policy 
may be calculated as in Table 55 


Table 55 — Computation of Reserve for $100 5- year Endowment 

Policy 


Year 

Number of 
persons living 
at end of year 

Total reserve 
at end of year 

Reserve for 
$100 policy 
at end of year 
(3) - (2) 

(1) 

(2) 

(3) 

(4) 

1st 

86,100 

$1,600,921 65 

S 18 59 

2d 

85,449 

3,233,196 40 

37 84 

3d 

84,753 

4,897,468 72 

57 79 

4th 

84,021 

6,594,736 50 

78 49 

5th 

83,257 

8,325,700 OO 

100 00 


The reserve per policy at the end of the fifth year is exactly 
$100, the amount which is then payable as an endowment benefit 
Reserve for Supplementary Benefits. — The reserve for the 
accidental-means death benefit included in Industrial policies 
may be calculated by following exactly the same procedure as for 
the life insurance benefit. This reserve, for the 5-year-payment 
life plan, would have been produced if in Table 52 on page 360 
the net annual piemium for this benefit had been used in column 
(4) and the number of persons dying by accidental means during 
the year had been used in column (8) 

The reserve for the other supplementary benefit included m 
Industi lal policies — the loss-of-eyesight-or-limbs benefit — may 
be determined in a similar manner In this case the net annual 
premium for this disability benefit would be used in column (4), 
and the number of persons becoming disabled during the year 
would be used in column (8) In the calculation of column (9), 
it would be necessary to multiply the number of persons disabled 
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during the year by the amount of cash benefit payable plus the 
value in that year of the future net annual premiums which are 
to be waived because disability has occurred Theoretically, 
column (3) should also be modified to exclude those who are 
alive but disabled This refinement would have a negligible 
effect on the reserve and it is not used in practice 
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COMMISSIONERS PROPOSED STANDARD RESERVE 
VALUATION LAW 

Reference was made in Chap XII to the proposed uniform 
reserve valuation law which was drafted by the National Associa- 
tion of Insurance Commissioners The general enactment of 
this law was recommended by the Commissioners at their 
December, 1942, meeting. As originally drafted, it was con- 
templated that the proposed law could become mandatory Jan 1, 
1944, In recommending its enactment by the legislatures of the 
various states, however, the Commissioners resolved 'Hhat in 
view of the unusual conditions caused by the war, the clfective 
date of such legislation shall be permissive on and after July 1, 
1943, and mandatory not earlier than 1948 ” 

By March, 1944, 16 states had already enacted legislation based 
on this model law and its companion law relating to nonforfeiture 
values, which is reproduced in Appendix V (page 372) The 
text of the proposed Standard Valuation Law follows: 

1 This Act shall be known as the Standard Valuation Law. 

2 The commissioner shall annually value, or cause to be valued, 
the reserve liabilities (hereinafter called reserves) for all outstanding 
life insurance policies and annuity and pure endowment contracts of 
every life insurance company doing business in this state, and may 
certify the amount of any such reserves, specifying the mortality table 
or tables, rate or rates of interest and methods (net-level-premium 
method or other) used in the calculation of such reserves. In calculat- 
ing such reserves, he may use group methods and approximate averages 
for fractions of a year or otherwise. In lieu of the valuation of the 
reserves herein required of any foreign or alien company, he may accept 
any valuation made, or caused to be made, by the insurance super- 
visory official of any state or other jurisdiction when such valuation 
complies with the minimum standard herein provided and if the official 

365 
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of such state or jurisdiction accepts as sufficient and valid for all legal 
purposes the certificate of valuation of the commissioner when such 
certificate states the valuation to have been made in a specified manner 
according to which the aggregate reserves would be at least as large as 
if they had been computed m the manner prescribed by the law of that 
state or jurisdiction* 

3. The minimum standard for the valuation of all such policies and 
contracts issued prior to the effective date of this Act shall be that 
provided by the laws in effect immediately prior to such date. The 
mimmujn standard for the valuation of all such pohcies and contracts 
issued on or after the effective date of this Act shall be the Commis- 
sioners reserve valuation method defined m Sec 4, Zyi per cent interest, 
and the following tables 

(a) For all Ordinary pohcies of life insurance issued on the standard 
basis, excluding any disability and accidental-death benefits in such 
policies, — the Commissioners 1941 Standard Ordinary Mortality Table. 

(b) For all Industrial life insurance policies issued on the standard 
basis, excluding any disability and accidental-death benefits in such 
pohcies, — ^the 1941 Standard Industrial Mortality Table. 

(c) For annuity and pure endowment contracts, excluding any dis- 
ability and accidental-death benefits in such policies, — the 1937 Standard 
Annuity Mortality Table 

(d) For total and permanent disability benefits in or supplementary 
to Ordinary policies or contracts — Class (3) Disability Table (1926) 
which, for active lives, shall be combined with a mortality table per- 
mitted for calculating the reserves for life insurance policies. 

(e) For accidental-death benefits m or supplementary to policies — 
the Inter-Company Double Indemnity Mortality Table combined with 
a mortality table permitted for calculating the reserves for life insur- 
ance policies. 

(f) For Group life insurance, life insurance issued on the substandard 
basis and other special benefits — such tables as may be approved by 
the commissioner 

4 Reserves according to the Commissioners reserve valuation 
method, for the life msurance and endowment benefits of policies pro- 
viding for a uniform amount of msurance and requiring the payment 
of uniform premiums shall be the excess, if any, of the present value, at 
the date of valuation, of such future guaranteed benefits provided for 
by such policies, over the then present value of any future modified net 
premiums therefor. The modified net premiums for any such policy 
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shall be such uniform percentage of the respective contract premiums for 
such benefits that the present value, at the date of issue of the policy, of 
all such modified net premiums shall be equal to the sum of the then 
present value of such benefits provided for by the policy and the excess 
of (a) over (6), as follows 

(а) A net-level-annual premium equal to the present value, at the 
date of issue, of such benefits provided for after the first policy year, 
divided by the present value, at the date of issue, of an annuity of one 
per annum payable on the first and each subsequent anniversary of 
such policy on which a premium falls due, provided, however, that such 
net-level-annual premium shall not exceed the net-level-annual pre- 
mium on the 19-y ear-premium whole-life plan for insurance of the same 
amount at an age 1 year higher than the age at issue of such policy. 

(б) A net 1-year term premium for such benefits provided for m the 
first policy year 

Reserves according to the Commissioners reserve valuation method 
for (1) life insurance policies providing for a varying amount of insur- 
ance or requiring the payment of varying premiums, (2) annuity and 
pure endowment contracts, (3) disability and accidental-death benefits 
in all policies and contiacts, and (4) all other benefits, except life 
insurance and endowment benefits in life insuiance policies, shall be 
calculated by a method consistent with the principles of the preceding 
paragraph 

5 In no event shall a company's aggregate reserves for all life insur- 
ance policies, excluding disability and accidental-death benefits, issued 
on or aftei the effective date of this Act, be less than the aggregate 
reserves calculated in accordance with the method set forth in Sec. 4 
and the mortality table or tables and rate or rates of interest used in 
calculating nonforfeituie benefits for such policies. 

6. Reserves for all policies and contracts issued prior to the effective 
date of this Act may be calculated, at the option of the company, accord- 
ing to any standards which produce greater aggregate reserves for all 
such policies and contracts than the minimum leserves required by the 
laws in effect immediately prior to such date 

Reserves for any categoiy of policies, contracts or benefits as estab- 
lished by the commissioner, issued on or after the effective date of this 
Act, may be calculated, at the option of the company, accoidmg to any 
standards which produce greater aggregate reserves for such category 
than those calculated according to the minimum standard herein pro- 
vided, but the rate or rates of interest used shall not be higher than the 
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corresponding rate or rates of interest used in calculating any nonfor- 
feiture benefits provided for therein. Provided, however, that reserves 
for participating life insurance policies issued on or after the effective 
date of this Act may, with the consent of the commissioner, be calculated 
according to a rate of interest lower than the rate of interest used in cal- 
culating the nonforfeiture benefits in such policies, with the further 
proviso that if such lower rate differs from the rate used in the calcula- 
tion of the nonforfeiture benefits by more than per cent the company 
issuing such policies shall file with the commissioner a plan providing 
for such equitable mcreases, if any, in the cash surrender values and 
nonforfeiture benefits in such policies as the commissioner shall approve 

Any such company which at any time shall have adopted any stand- 
ard of valuation producing greater aggregate reserves than those cal- 
culated according to the minimum standard herein provided may, with 
the approval of the commissioner, adopt any lower standard of valua- 
tion, but not lower than the minimum herein provided, 

7. If the gross premium charged by any life insurance company on 
any policy or contract is less than the net premium for the policy or 
contract according to the mortality table, rate of interest and method 
used m calculating the reserve thereon, there shall be maintained on such 
policy 01 contract a deficiency reserve in addition to all other reserves 
required by law. For each such policy or contract the deficiency 
reserve shall be the present value, according to such standard, of an 
annuity of the difference between such net premium and the premium 
charged for such policy or contract, running for the remainder of the 
premium-paying period. 

8. All acts and parts of acts inconsistent with the provisions of this 
Act are hereby repealed as of the effective date of this Act. This Act 
shall take effect Jan. 1, 1944. 
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COMMISSIONERS RESERVE VALUATION METHOD 

For reasons discussed in Chap XII, state laws have for many 
years permitted some modification of the level-net-premium 
basis of determining reserves for Ordinary and Industrial policies 
These modifications recognize that a company needs a larger 
portion of the gross premium for expenses in the first year than 
in subsequent years The new reserve law sponsored by the 
National Association of Insurance Commissioners, referred to 
in Chap XII, also includes provision for such a modification, 
to be known as the commissioners reserve valuation method 
This modification of the level-nct-premium reserve system is 
very similar to the one most widely used at the present time — 
the Illinois Standard — and for most plans of insurance produces 
the same amount of reserve 

Under the commissioners reserve valuation method, no reserve 
need be held at the end of the first year for policies on the 20-year- 
payment life plan or on any plan with lower premiums per unit 
of insurance For policies on higher-premium plans, a reserve 
must be held at the end of the first year, but it may be smaller 
than under the Icvel-net-premium reserve system. The differ- 
ence between reserves on the level-net-premium basis and on the 
commissioners reserve valuation method decreases each year 
during the premium-paying period of the policy, at the end of 
which period they are equal 

For the lower-premium plans of insurance, since no reserve is 
held at the end of the first policy year, the entire gross premium is 
available to furnish the insurance protection for that year and to 
pay expenses Beginning with the second year, the reserve is 
accumulated as though the policy had been issued then at the 
current age of the insured For instance, in the case of a whole- 
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life policy issued at age twenty, the modified reserve at the end 
of 10 years would be the same as the level-net-premmm reserve 
at the end of 9 years on a whole-life policy issued at age twenty- 
one Similarly, in the case of a 20-year-payment life policy 
issued at age twenty, the modified reserve at the end of 10 years 
would be the same as the level-net-premium reserve at the end of 
9 years on a 19-year-payment hfe policy issued at age twenty-one 
If no reserve were required at the end of the first year for 
policies on the higher-premium plans, the margin available for 
expense in the first year might be excessive. Also, the reserve net 
annual premium for later years would be increased to such an 
extent that the loading (the excess of the yearly gross premium 
over the reserve net annual premium) in those years might be 
insufficient to meet expenses or might even be nonexistent An 
extreme case would be that of a 5-year endowment policy, for 


Table 56 — Reserves at End of Various Years for $100 of Insurance 
1941 Standard Industrial Mortality Table, 3 Per Cent Interest 


Age of 
in- 
sured 
at 

issue 

Duration 

of 

premium 

payments 

Life-paid-up- 
at-age-65 plan 

1 

20-year-payment 
life plan 

20-year endow- 
ment plan 

Level- 

net- 

premium 

basis 

1 

Commis- 

sioners 

1 reserve 
valua- 
tion 

^method 

Level- 
net- ' 
premium 
basis 

Commis-j 

sioners 

reserve 

valua- 

tion 

method 

1 

Level- 

net- 

premium 

basis 

Commis- 

sioners 

reserve 

valua- 

tion 

method 

10 

1 year 

$ 0 79 

$ 0 00 

$ 1 49 

$ 0 00 

$ 3 65 

$ 2 16 


3 years 

2j48 

1 70 

4 64 

3 27 

11 34 

9 97 


5 years 

4 25 

3 49 

7 98 

6 73 

19 52 

18 27 


10 years 

8 89 

8 17 

17 02 

16 13 

42 19 

41 30 


20 years 

19 49 

18 87 

39 15 

39 15 

100 00 

100 00 

35 

1 year 

1 93 

0 00 

2 54 

0 00 

3.66 

1 12 


3 years 

6 91 

4 07 

7 79 

5 46 

11 28 

8 94 


5 years 

10 03 

8 29 

13 30 

11 18 

19 34 

17 21 


10 years 

20 90 

19 41 

28 18 

26.64 

41 63 

40 10 


20 years 

44 89 

44 02 

64 25 

64 25 

100 00 

100 00 
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which such a method would result in greatly increased reserve 
net annual premiums after the first year, since the entire maturity 
value would have to be accumulated from the reserve net annual 
premiums in the last 4 years (In this case, such reserve net 
annual premiums would usually be larger than the gross annual 
premiums ) 

Hence, for plans of insurance on which the premium exceeds 
that for a 20-year-payment life policy issued at the same age, the 
comimssioners reserve valuation method requires that some 
reserve be held at the end of the first year, the amount of the 
first-year reserve is fixed by the limitation that in any case the 
amount made available for extra expenses in the first year will be 
no greater than for a 20-year-payment life policy,^ 

In Table 56 representative Industrial reserves as determined 
on the level-net-premium reserve basis and by the commissioners 
reserve valuation method are compared 

1 The text of the proposed Standard Reserve Valuation Law, m which the 
commissioners method is defined, appears in Appendix T, p, 365. 
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COMMISSIONERS PROPOSED STANDARD 
NONFORFEITURE LAW 

Reference was made in Chap XIII to the proposed uniform 
nonforfeiture law which was drafted by the National Association 
of Insurance Commissioners The general enactment of this law 
was recommended by the Commissioners at their December, 1942, 
meeting As originally drafted, it was contemplated that the 
proposed law could become man<f%|iory Jan. 1, 1944 In recom- 
mending its enactment by the legislatures of the various states, 
however, the Commissioners resolved ^Hhat in view of the unusual 
conditions caused by the war, the effective date of such legislation 
shall be permissive on and after July 1, 1943 and mandatory not 
earlier than 1948/' 

By March, 1944, 16 states had already passed legislation based 
on this model law and its companion law relating to reserve 
valuation, which is reproduced in Appendix T (page 365). The 
text of the proposed Standard Nonforfeiture Law follows: 

1 This Act shall be known as the Standard Nonforfeiture Law. 

2 On and after Jan. 1, 1944, no policy of life insurance, except as 
stated in Sec. 7, shall be issued or delivered in this state unless it shall 
contain in substance the following provisions, or corresponding provi- 
sions which m the opinion of the commissioner are at least as favorable 
to the defaulting or surrendering policyholder 

(a) That, in the event of default in any premium payment, the 
company will grant, upon proper request, not later than 60 days after 
the due date of the premium in default, a paid-up nonforfeiture benefit 
on a plan stipulated in the policy, effective as of such due date, of such 
value as may be hereinafter specified. 

(b) That, upon surrender of the policy within 60 days after the due 
date of any premium payment in default after premiums have been 
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paid for at least 3 full years in the cfcise of Ordinary insurance or 5 full 
years in the case of Industrial insurance, the company will pay, in lieu 
of any paid-up nonforfeiture benefit, a cash surrender value of such 
amount as may be hereinafter specified. 

(c) That, a specified paid-up nonforfeiture benefit shall become 
effective as specified in the policy unless the person entitled to make 
such election elects another available option not later than 60 days 
after the due date of the premium in default 

(d) That, if the policy shall have become paid-up by completion of 
all premium payments or if it is continued under any paid-up*hionfor- 
feiture benefit which became effective on or after the third policy 
anniversary in the case of Ordinary insurance or the fifth policy anni- 
versary in the case of Industnal insurance, the company will pay, upoh 
surrender of the policy within 30 days after any policy anniversary, a 
cash surrender value of such amount as may be hereinafter specified. 

(e) A statement of the mortality table and interest rate used in 
calculating the cash surrender values and the paid-up nonforfeiture 
benefits available under the policy, together with a table showing the 
cash surrender value, if any, and paid-up nonforfeiture benefit, if any, 
available under the policy on each policy anniversary either during the 
first 20 policy years or durmg the term of the policy, whichever is 
shorter, such values and benefits to be calculated upon the assumption 
that there are no dividends or paid-up additions credited to the policy 
and that there is no indebtedness to the company on the policy 

(/) A statement of the method to be used m calculating the cash 
surrender value and the paid-up nonforfeiture benefit available under 
the policy on any policy anniversary with an explanation of the manner 
in which the cash surrender values and the paid-up nonforfeiture benefits 
are altered by the existence of any paid-up additions credited to the 
policy or any indebtedness to the company on the policy 

Any of the foregoing provisions or portions thereof not applicable by 
reason of the plan of insurance may, to the extent inapplicable, be 
omitted from the policy. 

The company shall reserve the right to defer the payment of any cash 
surrender value for a period of 6 months after demand therefor with 
surrender of the policy. 

3 Any cash surrender value available under the policy in the event 6f 
default in a premium payment due on any policy anniversary, whether 
or not required by Sec 2, shall be an amount not less than the excess, if 
any, of the present value, on such anniversary, of the future guaranteed 



su 


ApPENX>tX r 


betneEts which* would have bean Jurovidad for by the policy, including 
any existing paid-up additons, if there had been no default, over the 
sum of {<h) the then present value of the adjusted premiums as defined 
in Sec. 5, corresponding to premiums which would have fallen due on and 
after such anniversary, and (Jb) the amount of any indebtedness to the 
company on th« policy. Any cash surrender value available within 30 
days after any policy anniversary under any policy paid-up by com- 
pletion of all premium payments pr any policy contmued under any 
paid-up nonforfeiture benefit, whether or not required by Sec 2, shall 
be an amount not less than the present vajne, on such anmversary, of 
the future guaranteed benefits provided for by the policy, including any 
existing paid-up additions, decreased by any indebtedness to the com- 
pany on the pohcy^ 

4. Any paid-up nonforfeiture benefit available under the policy in 
the event of default in a premium payment due on any policy anni- 
versary shall be such that its present value as of such anmversary shall 
be at least equal to the cash surrender value then provided for by the 
policy or, if none is provided for, that cash surrender value which would 
have been required by this Act m the absence of 4he condition that 
pr-miums shall have been paid for at least a specifi^ P^od. 

5. The adjusted premiums for any pohcy shall be calculated on an 
annual basis and shaU be such utiiform percentage of the respective 
premiums ^ecified m the policy for each policy year that the present 
value, at the date of issue of the policy, of all such adjusted premiums 
diall be equal to the sum x>f (i) the then present value of the future guar- 
anteed benefits provided for by the policy, (ii) 2 per cent of the amount 
of insurance, if the insurance be uniform in amount, or of the equivalent 
i^iform amount, as heremafter defined, if the amount of msurance 
varies with duration of the policy, (ni) 40 per cent of the adjusted pre- 
mium for the first policy year; (iv) 25 per cent of either the adjusted 
premium for the first policy year or the adjusted premium for a whole- 
life policy of the same uniform or equivalent uniform amount with 
uniform premiums for the whole of life issued at the same age for the 
same amount of insurance, whichever is less. Provided, however, that 
in applying the percentages specified in (lu) and (iv) above, no adjusted 
premium shall be deemed to exceed 4 per cent of the amount of insur- 
ance or level amount equivalent thereto. The date of issue of a policy 
for the purpose of this section shall be the date as of which the rated 
age of the insured is determined. 

In the case of a policy providing an amount of insurance varying with 
duration of the policy, the equivalent level amount thereof for the 
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purpose of this section shaXl be deemed to be the level amount of insur- 
ance provided by an otherwise similar policy, containing the same 
endowment benefit or benefits, if any, issued at the same age and for 
the same term, the amount of which does not vary with duration and the 
benefits under which have the same present value at the inception of 
the insurance as the benefits under the policy. 

All adjusted premiums and present values referred to m this Act 
shall be calculated on the basis of the Commissioners 1941: Standard 
Ordinary Mortality Table for Ordinary insurance and the 1941 Stand- 
ard Industrial Mortality Table for Industrial msurance and the rate 
of interest, not exceedmg 334 per cent per annum, specified m the 
policy for calculating cash surrender values and’ paid-up nonforfeiture 
benefits Provided, however, that in calculatmg the present value of 
any paid-up term insurance with accompanying pure endowment, if 
any, offered as a nonforfeiture benefit, the rates of mortahty assumed 
may be not more than 130 per cent of the rates of mortality according 
to such applicable table. Provided, further, that for insurance issued 
on a substandard basis, the calculation of any such adjusted premiums 
and present values may be based on such other table of mortahty as 
may be specified by the company and approved by the commissioner 

6 Any cash surrender value and any paid-up nonforfeiture benefit, 
available under the policy m the event of default in a premium pay- 
♦ ment due at any time other than on the policy anniversary, shall be 
calculated with allowance for the lapse of time and the payment of frac- 
tional premiums beyond the last preceding policy anniversary. All 
values referred to in Secs. 3, 4, and 5 may be calculated upon the 
assumption that any death benefit is payable at the end of the policy 
year of death The net value of any paid-up additions, other than 
paid-up term additions, shall be not less than the dividends used to 
provide such additions Notwithstanding the provisions of Sec 3, 
additional benefits payable (a) in the event of death or dismemberment 
by accident or accidental means, (h) in the event of total and perma- 
nent disability, (c) as reversionary annuity or deferred reversionary 
annuity benefits, (d) as decreasing term insurance benefits provided by a 
rider or supplemental policy provision to which, if issued as a separate 
policy, this Act would not apply, and (e) as other policy benefits addi- 
tional to life insurance and endowment benefits, and premiums for all 
such additional benefits, shall be disregarded in ascertaining cash sur- 
render values and nonforfeiture benefits required by this Act, and no 
such additional benefits shall be required to be included in any paid-up 
nonforfeiture benefits. 
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7. This Act shall not apply to any reinsurance, group insurance, 
pure endowment, annuity or reversionary annuity contract, nor to any 
term policy of uniform amount, or renewal thereof, of 15 years or less 
expiring before age sixty-six, for which uniform premiums are payable 
during the entire term of the policy, nor to any term policy of decreasing 
amount on which each adjusted premium, calculated as specified in 
Sec. 6, IS less than the adjusted premium so calculated, on such 15-year 
term policy issued at the same age and for the same initial amount of 
insurance, nor to any policy which shall be delivered outside this state 
through an agent or other representative of the company issumg the 
policy. 

8. All *acts and parts of acts inconsistent with this Act are hereby 
repealed as of the effective date of this Act. This Act shall take effect 
Jan. 1, 1944, provided, however, that upon application of any company, 
the commissioner, for good cause shown, may defer the effective date of 
this Act, with respect to such company, to any date not later than Jan 1 , 
1946. 
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THE RELATIVE IMPORTANCE OF VARIOUS MODES OF 
POLICY TERMINATION 

Industrial life insurance policies may terminate in any of five 
ways by the death of the insured, by maturity as an endowment, 
by surrender for the cash value, by expiry at the end of the period 
of nonforfeiture paid-up term insurance, or by lapse without 
further value (if sufficient premiums have not been paid to entitle 
the pohcyholder to a nonforfeiture value) . 

The policy exhibits published in tlie annual statements of life 
insurance companies show the number of policies (as well as the 
amount of insurance) which terminated during the year, sub- 
divided according to these five modes of termination Data as 
to the number of policies issued and revived are also included. 
These figures form part of a statistical reconciliation between the 
number of policies (and amount of insurance) in force at the 
beginning and end of the calendar year. 

An analysis of terminations by each mode, based only on the 
number of 'policies (or amount of insurance), has little significance 
to the pohcyholder. The important criterion to him — his 
pocketbook — ^is ignored in such an analysis From his viewpoint, 
it is essential to take into account the amount of his premium 
payments 

The necessity for this may be illustrated by the case of a policy- 
holder who owned two policies, each for a weekly premium of 
5 cents On one he paid premiums for 20 years until it matured 
as an endowment; on the other he paid only one weekly premium, 
after which the policy lapsed. Thus 50 per cent of his policies 
matured and 50 per cent lapsed without further value Although 
literally correct, this statement has little significance from the 
policyholder^s standpoint, since 99.9 per cent of his premium 
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outlay resulted in a complete fulfillment of purpose and only 0 1 
per cent in a lapse without further value. 

If the amount of premium payments on terminated policies is 
ignored, it will be found — according to one large company's 1941 
pohcy exhibit — that of the net number of Industrial policies 
terminated, 13 per cent terminated by death, 15 per cent by 
maturity, 54 per cent by cash surrender, 8 per cent by expiry, 
and 10 per cent by lapse without further value. ^ 

In order to determine the true significance to policyholders of 
these modes of termination, the history of these policies ternunat- 
ing in 1941 was traced to determine how much had been paid m 
premiums on each It was found that, of the total premiums 
paid since issue on all policies that terminated^ during the year, 
20 2 per cent had been paid on those that terminated at the death 
of the insured; 28 8 per cent on those that matured; 49 1 per cent 
on those that were surrendered for their cash value, 1 7 per cent 
on those that expired at the end of the period of paid-up term 
insurance; and only 0 2 per cent on those that lapsed without 
further value 

Such statistics are affected by the differing volume of business 
issued in past years. The influence of this factor may be demon- 
strated by considering the policies which terminated by lapse 
without further value. All such lapses must arise from policies 
issued very recently, since (in recent years) only policies on which 
premiums are paid less than 6 months can lapse without receiving 
a nonforfeiture value. Therefore, the number of lapses without 
further value and their importance in relation to the other modes 
of termination depends on the number of policies issued recently. 
If the number of policies sold in 1941 was smaller than in pre- 
ceding years, lapse would appear less important as a mode of 
termination in 1941 than it really was, and the importance of 
the other modes would be correspondingly overstated. 

^ The distnb-ution of net terminations varies from year to year During 
the most recent year, 1943, when economic conditions were more favorable 
than m 1941, net termmations of Industrial policies in this company were 
distributed as follows: 20 per cent by death, 36 per cent by maturity, 26 per 
cent by cash surrender^ 10 per cent by expiry, and 8 per cent by lapse 
without further value. 
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The differing volume of business issued in past years affects 
not only terminations by lapse without further value but eaeh 
other mode of termination Its effect was eliminated by increas- 
ing or decreasing all the terminations in 1941 of policies issued in 
each preceding year, according to the relation between the volume 
of issue in each of those years and the 1941 volume ^ 

As shown in Chap XVII, the relative importance of the 
different modes of termination, in terms of premiums paid by the 
policyholders, was then found to be* 


Death 

Per Cent 
31 5 

Maturity of endowments 

21 6 

Cash surrender 

44 1 

Expiry 

2 5 

Lapse without further value 

0 3 


100 0 


Statistics such as these necessarily change somewhat from year 
to year They are influenced by changes in economic conditions, 
and they are also affected by the composition of the company's 
business in force 

Thus, the relative volume of insurance in force on the various 
plans will affect the terminations For example, if the company 
had not issued any Industrial policies 20 years ago on the 20-year 
endowment plan, there could be no maturities of such policies in 
the current year, and the importance of other modes of termina- 
tion would be increased correspondingly. On the other hand, 
if a larger proportion of its business issued 20 years ago had been 
on the 20-year endowment plan, maturity would currently 
appear as a more important mode of termination. The statistics 

^For instance, the 1941 volume of issue was 111 per cent of the 1940 
volume Hence, for each mode, the number of terminations of policies 
issued in 1940 was increased by 11 per cent A similar procedure was 
followed in adjustmg the volume of terminations of pohcies issued in each 
prior year, using m each instance the ratio of the volume of issue m 1941 
to that m the year m which the pohcies were issued In this manner the 
actual persistency experience was retamed, but the distortion caused by 
differences in the volume of issue m the various years was eliminated 
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presented reflect the composition of the company's business in 
1941. 

In a year in which economic conditions are abnormally favor- 
able, cash surrenders form a less-than-normal proportion of the 
terminations, and the importance of death and maturity as 
modes of termination is thereby increased To obtain more 
representative results, statistics for 1941 were selected for this 
analysis, rather than those for 1943, the last year for which 
statistics were available. In 1943 the surrender rate was smaller 
and cash surrender was only about one-half as important a 
mode of termination as m 1941, with a corresponding increase in 
the importance of death and maturity together as modes of 
termination. (The importance of expiry and of lapse without 
further value remained about the same ) 
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A 

Acceptance of applicants {see Under- 
writing) 

Accident and health, insurance, 
agents^ compensation for, 69 

Accidental-death benefit, basic pre- 
miums for, 156 

a factor in net cost comparisons, 
144, 340 

gross premiums for, 353 
historical development of, 10 
Industrial vs Ordinary, 45 
not granted on nonforfeiture m- 
surance, 42n 
pohcy provision, 38, 244 
of 31 companies, 264 
reserves, 168, 363 

Accidents, prevention of {see Health 
work for policyholders) 

{See also Death rates by cause) 

Actuarial basis of Industrial life 
insurance, 147 

Additions, dividend {see Dividends) 

Adjusted premium method of com- 
putmg nonforfeiture values, 173, 
373 

Adjustments, to changing family 
circumstances, 18, 212 
an aid to conservation, 227 
{See also Age, misstatement of; 
Conversion) 

Advance payment of premiums, 81, 
287 

Adverse mortahty selection, 171 

Advertising instead of using agents, 
50 


Aeronautics (see Aviation) 

Age, corrections, 79 
hmits m early history, 7 
metjiod of determining, 156 
effect on net- cost comparisons, 
341 

misstatement of, 35, 79, 244 
legal standard policy provision, 
268, 275 

pohcy provision of 31 com- 
panies, 263 

provision introduced in policy, 
10 

one, insurance not issued below, 
8w , 257n 

vAge-rating method, 100 
Agency expense, 138 
Agency organization, 54, 74 
Agency system, 49 
Agents, a&ounts, audit of, 56, 290 
preparation of, 287 
advancement opportunities for, 70 
amount of premium serviced by, 
55' 

appointment of, 61 
average income of, 69 
average sales of, 225 
compensation (see Compensation 
of agents) 
contracts, 66 
control of, 55 
debit {see Debit) 

Debit Book {see Debit Book) 
duties of, 66 

examination of, for C.LU. desig- 
nation, 64 
for license, 63, 94 
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Agents, income of (see Compensation 
of agents) 

lapse records studied, 226 
length of service, 18, 70 
licensing of, 63, 94 
necessity for, 14, 49 
number of, 55 
number of pohcies per, 218 
quahficattoBS -of , 61 
remuneration <see Compensation 
of agents^ 

responsibility m completing ap- 
plication, 109 
selection of, 61 

services, in claim payments, 59 
m oonservmg insurance pro- 
grams, 53, 58, ^224, 225, 227 
in health worfc for policyholders, 
60, 116 

in programing family^s insur- 
ance, 52, 58, 202 
in receiving premiums, 52, 57, 
63, 227 

tenure of service, 18, 70 
traming of (see Trainmg of agents} 
turnover of, 70 
underwriting by, 106, 108 
work of, 56 

Allocation of statement items, 77, 
122i, 142 

Allowance for direct payment of 
premiums (^ee Premium pay- 
ments, direct) 

American Coil^e of Life Uader- 
wia^rsj 64 

American Men Mortality Table, 176 
351 

Amortization of bonds^ 87 

Amputation (see DisaWrby) 

Annual 4ividends <«ee Dividends) 

Annual statement, 86 
igives pubiieity to investment 
transactions, 126 


Annual statement. Insurance De- 
partment's examination of, 91 
Annuities, as optional settlement 
under Ordinary policies, 45 
Antidiscrimination laws, 41, 94 
Antaselection at surrender, 171 
Apphcan t ^ s waiver - of - premium 

benefit, 212 

Apphcation for insurance, 103 
ehcits mformation on family in- 
come and premium outlay, 
204 

inclu4^d in contract, 34, 46, 261, 
27Sr 

responsibility of agent m comple- 
tion of, 109 

reviewed by underwriting division, 
74 

signature to, 106 
specimen of, 104, 105 
Arrears, premium in, accounting for, 
287 

may be charged as hens, 39 
Assessment insurance, failure of, 4, 6 
Assets, distribution by types, 127 
held for Industrial policyholders, 
umount of, 24 

schedules m annual statement, 86 
total amount, all U. S. companies, 
128 

valuation of, 87 

{S&e also Investments) 
Assignment provision, in current 
Industrial policies, 33, 245 
Industrial vs, Ordmary, 44 
legal atandurd, 271 
of 31 companies, 261 
Assistant managers, 54, 63, 64, 225 
Automatic nonforfeiture benefits {see 
Nonforfeiture benefits) 
Automatic premium loan, 42n , 267, 
278 

Average faille hf^iiijmes, 112 





Aviation provision in policy, 36 
as to accidental-death beneHl, 38, 
265 

legal standard, 273 
pecimen, 254 

B 

Banks, assignment of policy er- 
mitted to, 33, 271 
Basic premium, 149 
Beneficiary, 31 

change of, assistance by agent, 59 
attended to by change (^vision, 
79 

insurable interest of, 32, 75, 108 
policy provisions, 31, 245 
legal standard, 269, 276 
of 31 companies, 260 
(See also Facihty-of-payment 
provision) 

Benefits (see Claims; Premium rates) 
Binding receipt, 36 
Blindness (see Disability) 

Board of directors (see Directors) 
Bonuses (see Dividends, Participa- 
tion) 

Booklets, health (see Health work 
for policyholders) 

Branch office (see District office) 
Breadwinner (see Wage earners) 
British Post Office hfe insurance, 49 
Building and Loan Association ter- 
minations, 221 
Burial Clubs, British, 3 
Burial expense, less than claim 
payment, 190 
not met by savmgs, 189 
Business cycle, mfluence on lapsea, 
20, 217 

C 

Canvassing (see Selling) 

Capital stock, 11, 155 


Cash surrender, canases of, 20, IS®- 
policy provision, 43, 250 
Industrial vs Ordinary, 44 
legal standard, 269, 275, 372 
of 31 companies, 267 
rate of, 218 

terminations by, affected by eco- 
nomic conditions, 217 
average dsuration of protection 
on, 20 

proportion of total premiums 
on, 229, 378 

on 7 out of 8 lapsesy 219 
Cash surrender dividends, 170n , 186 
Cash surrender values, 43 
amount paid, 199, 218 
available when adjusting pro- 
gram, 19, 213 
current, 178 
determination of, 169 
historical development of, 198 
part of company income dollar 
paid as, 137 

serve useful purpose, 20, 198, 
216, 219 

subject to facility-of-payment 
provision, 33 

(See also Nonforfeiture benefits) 
Cashier in district office, 54 
Change, of address, 79, 285 
of beneficiary, 31, 59, 79 
of policy (see Adjustments, Con- 
versions) 

Chartered Life Underwriter, 64 
Children, insurance of (see Juvenile 
lives) 

Christmas Club terminations, 221 
Claims, agents' service in payment 
of, 59 

examination of by Insurance De- 
partment, 91 
fraudulent, 81 

part of company income dollar 
paid as, 137, 139 
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Claims, procedure m paying, 80, 191 
(See also Death claims) 

Classification of applicants (see 
Underwriting) 

Collection of premiums (see Premium 
payments) 

Collection commission (see Compen- 
sation of agents) 

Colored lives, mortality among, 107, 
111, 113, 301 

Commissioner of msurance, 85 

Commissioners 1941 Standard Ordi- 
nary Mortality Table, 366, 375 

Commissioners reserve valuation 
method, 168, 366, 369 

Commissions (see Compensation of 
agents) 

Companies, life insurance, agency 
organization, 54, 74 
home-office organization, 72 
mutual, 11, 155 
Ordinary, 6 
Ordinary-Industrial, 6 
stock, 11, 155 

Compensation of agents, 65 
average weekly amount, 69 
basis, encourages conservation of 
business, 67, 225, 227 
encourages writing only what 
family can afford, 203 
for collections, 67 
adversely affected by lapse, 227 
amount not affected by fre- 
quency of premium payment, 
210 

average weekly amount, 69 
rate of, 67 
for conservation, 67 
adversely affected by lapse, 67, 
225, 227 

average weekly amount, 69 
rate of, 67 


Compensation of agents, increase 
method, 65 

no conflict with policyholders^ 
interest when programmg in- 
surance, 202 

part of company income paid as, 
139 

for selling (first-year), 66 
average weekly amount, 69 
compared with that for serv- 
icing, 69 

on debit pohcies is same for all 
plans except certam endow- 
ments, 67, 212 

dependent on continued pay- 
ment of premiums in first 
year, 18, 66, 225 
independent of frequency of 
premium payment, 67, 210 
legal limit, 321 

none paid for resale of old insur- 
ance, 66, 227 

Ordinary nondebit policies, 68 
rate of, 67 
sources of, 69 
stabihzation of, 68 

Compensation of managers and 
assistant managers, 225 

Complaints, 95 

Concessions, additional benefits 
granted as, 186 

Conformity with statutes, policy 
provision, 35, 246 

Conservation, services of agent aid, 
53, 68, 224, 225, 227 
(See also Compensation of 
agents; Lapses) 

Contestable period (see Incontesta- 
bihty provision) 

Contested claims, 81 

Contmgency margins m premiums, 
153 

Contingency ‘reserves (see Surplus) 
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Continued insurance (see Nonfor- 
feiture benefits) 

Contract, agents’ compensation, 66 
policy (see Policy) 

Contribution system (dividends), 182 
Convention blank, 86 
Conversion to different form of in- 
surance, from Group insurance, 
238 

from Industrial insurance, 19, 41, 
79, 214, 246 

legal standard provision, 270, 
273 

when family mcome increases, 
19, 214 

Correspondence, 80 
Correspondence courses, 64 
Cost of Industrial insurance, 21 
affected, by dividends, 182 
by interest earnings, 21, 134 
by mortality, 22, 102, 120, 134, 
335 

by nonforfeiture values, 170 
compared with Ordmary, 21, 143, 
330 

endowments, 193 
not excessive, 144 
not necessarily reduced by use of 
modern mortality table, 167 
{See also Expense rate) 

D 

Days of grace (see Grace period) 
Death by accidental means (see 
Accidental-death benefit) 

Death claims, adequacy of, 189 
amount of payments, 190 
immediately after issue, 190 
mortuary dividends on, 186 
need filled by, 23, 189 
procedure in paying, 59, 80 
prompt payment of, 81, 191 
proportion of total premiums on 
terminations by, 228, 378 


Death claims^ rejection of, 81 
{See also Claims) 

Death rate, by cause of death, im- 
provement in, 115, 118, 301 
Ordinary vs Industrial, 120, 317 
among colored lives, 107, 111, 114, 
301 

among Industrial pohcyholders, 
111, 301 

compared with Ordinary, 22, 
118, 317, 335 
among juvenile fives, 255 
among lower-income groups, 101 
by occupational class, 101 
{See also Mortality) 

Debit, average number of weekly 
premium policies in, 20, 218 
defined, 7, 54 
size of, 54, 67 

Debit Book, accounts made from, 57 
changes of address recorded in, 79 
described, 285 
facsimile, 286 
Debit insurance defined, 7 
Debit system of operation, 7, 53, 57, 
79, 141, 281 

{See also Premium payments) 
Defaults on investments, 129 
Defense Savings Bonds termma- 
tions, 222 

Dependents (see Housewife; Juvenile 
lives) 

Detached offices, 54 
Direct-mail sale of life insurance, 50 
Direct payment of premiums (see 
Premium payments, direct) 
Directors, authorize apportionment 
of dividends, 78 

authorize mvestment purchases, 
125 

elect and appoint officers, 72 
election of, notice to policyholder, 
30, 253 
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Disability, Industrial vs Ordinary 
benefit, 45 

loss-of-eyesight-or-limbs benefit, 
amount of payments, 192 
basic premium for, 156 
claim procedure, 59, 81 
a factor in net cost comparisons, 
144, 340 

gross premiums for, 353 
bistorical development of, 10, 
186, 192 

not granted on nonfoirfelture 
insurance, ^2n , 278 
policy provision, 38, 243 
of 31 companies, 263 
purposes served by, 192 
reserves, 168, 363 
subject to facility-of-payment 
provision, 33 
total-and-permanent, 45 
Disappearance of insured, 81 
Disbursements to policyholders (see 
Payments to policyholders) 
Discount for direct payment of 
premiums (see Premium pay- 
ments, direct) 

Discrimmation forbidden, 41, 94 
Disease, prevention of (see Health 
work for pohcyholders) 

(See also Death rates, by cause) 
Disposition of income dollar. Indus- 
trial, 136 
vs Ordinary, 139 

Distribution, of assets, by typesj 126 
of commodities, cost of, 136n 
of insurance withm the family, 204 
(See also Programmg; Under- 
wnting) 

of surplus (see Dividends) 
District-office expense, 140 
District-office organization, 54 
Dividends, 180 

affected by interest, mortahty, 
and expense, 134, 182 


Dividends, annual, 181 
classes, 182, 184 
contribution system, 182 
current scale, 184 
determination of, by actuary, 77, 
78 * 

discrimination prohibited, 94 
elements of, 182 

exammation by Insurance Depart- 
ment, 92 

initial, when paid, 183, 339 
maturity, 186 

methods of applymg, 145, 183, 196 
Industrial vs Ordinary, 45 
policy provision, 40 
misleading estimates prohibited, 
94 

mortuary, 186 

nonforfeiture value increased by, 
169 

options, 45, 145, 183, 196 
part of company’s income dollar 
paid as, 137 

policy provision, 40, 244, 268, 275 
procedure of payment and ac- 
counting for, 59, 78, 183, 285, 
290 

surrender, 170n., 186 
termination, 170n , 186 
(See also Participation) 

Divisible surplus, 40, 181 
Double indemnity (see Accidental- 
death benefit) 

Double-protection plan of msurance, 
158, 211 

E 

Earnmgs (see Compensation of 
agents) 

Economic conditions, influence on 
lapses, 19, 217 

Education of agents (see Training of 
agents) 
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Effective date of policy, 36 
Election, of directors, 30, 253 
of officers, 72 
Employees, number of, 73 
Endorsements on policy, of bene- 
ficiary's name, 31 
of changes or additions to agree- 
ment, 35 

as fully paid-up, 59 
of medical treatment, 35 
specimen of, 29 

Endowment msurance, benefits ex- 
ceed premiums, 194 
changed to hfe plans, 19, 213 
criticism of, 195 
defined, 8 
demand for, 195 
introduced in Industrial, 8 
juvenile lives (see Juvenile lives, 
endowment msurance) 
monthly-premium, 196, 209, 211 
needs fulfilled by, 23 
New York Insurance Department 
study of, 195 
paid-up, 42 

premium rates for, 157 
premiums compared with pay- 
ments, 194 

' procedure for payment of, 59, 82 
prohibited m New York, 195 
pure, 42 

selhng commission is lower, 18, 67, 
212 

usefulness of, 23, 193, 211 
weekly-premium not issued, 16, 
196, 212 

(See also Matured endowments) 
Epidemics, 153, 306 
Equalization of insurance benefits, 
186 

Examination, of agents (see Agents, 
examination of) 

of companies by Insurance De- 
partment, 90 


Examination, medical, 102 
Exclusion clause, 36, 254, 272 
Exhibit, policy, 86, 377 
Expectation of hfe, 112 
Expense, 136 

affected by method of operation, 
automatic premium loan, 279 
debit system for weekly and 
monthly premiums, 7, 53, 57, 
79, 141, 281 

degree of service rendered, 138 
direct payment of premiums, 11, 

144 

disabihty benefits, 45 
dividend options, 145, 183, 196 
dividend payments, 182, 185 
frequency of premium pay- 
ments, 21, 140, 143, 341, 353 
loans on policies, 33, 133n , 196 
mechanical aids, 76, 84 
monthly-premium policies, 21, 

145 

nonmedical insurance, 102 
preparation of policies, 29, 256 
reinstatements, interest on, 39 
settlement options, 145 
size of policies, 22, 140 
termination of policies, 170, 174 
underwriting methods, 109 
volume of operations, 73 
agency force, 138 
allocation of, 77, 142 
district-office, 140 
home-office, 140 
incidence of, 146, 165 
Industrial compared with Ordi- 
naiy, 21, 137, 142 
initial, exceeds loading, 165 
higher than in later years, 146 
provided for in adjusted pie- 
mium method, 173 
investment, 132, 136, 142, 327 
legal limit, 94, 138, 321 
net-premium reserves ignore, 159 
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Expense, offset by interest eammgs, 
21, 135 

policy terminations, 170, 174 
Expense rate, as element in divi- 
dends, 182 

in gross premiums, 149, 152, 352 
m reserves, 165, 369 
Industrial, 136 

reduction m, 11, 21, 145, 183 * 
variation with duration of policy, 
146n , 165 

Expiry, proportion of total pre- 
miums on terminations by, 21, 
229, 378 

Extended term insurance {see Non- 
forfeiture benefits) 
Eyesight-or-limbs benefit, loss-of- 
{see Disability) 

F 

Facility-of-payment provision, cur- 
rent, 32, 241 
legal standard, 270, 277 
not in Ordinary policies, 46 
operation of, 59, 191 
of 31 companies, 260 
Failures {see Solvency) 

Family, distribution of insurance 
withm the, 204 

{See also Programing, Under- 
writing) 

Family mcome, relation of premium 
to, 16, 203, 226 
requested in apphcation, 204 
of U S famihes, 208 
Family insurance programs {see Pro- 
grammg) 

Federal taxation {see Taxes) 

Females {see Housewife, Women) 
Field force {see Agents, Assistant 
managers, Managers) 

Field organization {see Agency or- 
ganization) 


Financial statement {see Annual 
statement) 

First-year commission {see Compen- 
sation of agents, for selling) 
Forfeiture {see Nonforfeiture bene- 
fits) 

Friendly Societies, British, 3 
Funeral cost {see Burial expense) 

G 

General-agency system, 55w 
Government insurance {see British 
Post Office life msurance, Na- 
tional ^^ice life insurance, 
Wisconsin State Life Insurance 
Fund) 

Governmental regulation and super- 
vision, 85, 124 

Grace period policy provision, cur- 
rent, 38, 242 
introduction of, 10 
legal standard, 268, 274 
of 31 companies, 265 
Great Britain, beginnings of Indus- 
trial msurance in, 4 
Gross premium, 152 
basis of current, 351 
defined, 149 
specimen rates, 157 

{See also Premium rates) 

Group life insurance, 13, 233, 234 
Growth of msurance in force, 233 
Guaranty Corporation, New York 
State Life Insurance, 89 

H 

Head of family {see Wage earners) 
Health work for policyholders, 
agents^ services in, 60, 116 
aided in reducing death rates, 11, 
116 

cost of, 137, 144, 294 
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Health work for policyholders, 
description of, 116, 291 
a factor in net cost comparisons, 
144 

Historical development, 3 
Home office, 73 
Home-office expense, 140 
Housewife, average amount of insur- 
ance on mothers, 207 
limits for insurance, 206 
need for insurance on, 17, 205 
{See also Women) 

I 

Illinois Standard modified-net-pre- 
mium reserves, 166, 369 
Impaired risks (see Substandard in- 
surance) 

Income, of family, relation of 
.premiums to, 16, 203, 226 
Income dollar, of agents {see Com- 
pensation of agents) 
disposition of, Industrial, 136 
Industrial vs Ordinary, 137 
Income settlements, 45 
Income tax {see Taxes, Federal) 
Incontestability provision, current, 
34, 242 

historical development, 10 
Industrial vs Ordinary, 46 
legal standard, 268, 275 
of 31 companies, 261 
Increase, agents^ compensation based 
on, 65 

Index of policyholders, alphabetic, 
141 

Industrial life msurance, begmnmg 
of, 3 

defined, 3, 274, 325n 
early differences from Ordmary, 6 
in Great Britain, 3 
introduced in United States, 5 
Maryland Legislative Council 
study of, 92, 222 


Industrial life msurance, Massa- 
chusetts Insurance Department 
study of, 138, 145 
New York Insurance Department 
study of, 138, 140, 142, 144, 
195, 330 

origin of the term, 3 
Infants, insurance of (see Juvenile 
lives) 

Insolvency (see Solvency) 

Instalment sales, terminations on, 
222 

Instalment settlements, 45 
Instruction of agents (see Training 
of agents) 

Insurability, factors affecting, 106 
requirements, for conversions, 41, 
215 

for reinstatement, 39 
{See also Underwriting) 
Insurable interest, 32, 75, 108 
Insurance in force, amount of, all 
types, 1890-1943, 233 
British Post Office insurance, 
49n. 

distribution by branch, 14 
Group life, 52, 233, 239 
Industrial insurance, 3, 52, 233 
Ordinary insurance, 52, 233 
Savings bank life insurance, 50 
Wisconsin State Life Insurance 
Fund, 49n. 

Insurance Commissioner, 85 
Insurance Department, 85 
Intemperance clause in early policies, 

9 

Interest, charged to policyholder, on 
policy hens, 40 
on policy loaijis, 33 
on reinstatements, 39, 46 
paid on policy proceeds, 45 
Interest rate, affected by policy 
terminations, 171 



3®0 INDUSTRIAL LIFE INSURANCE IN TEE UNITED STATES 


Interest rate, currently nse^i, £or 
nonforfeiture value®, 44,. 176 
for premiums, 352 
for reserves, 165, 352 
differs for Industrial and Ordinary 
branches, 122 

as element in dividends, 134, 182 
m gross premiums, 134, 149, 152 
m nonforfeiture values, 174 
in reserves, 159, 162 
{See also Investments) 
Intermediate life insurance, 12 
Investment income, relation to total 
mcome, 137, 139 
Investments, 122 
amount of, 24, 127 
basic principles of, 123 
combmmg of Industrial and Ordi- 
nary, 122 

diversification of, 123 
expense and taxes on, 132, 136, 
141, 326 

governmental regulation of, 124 
mterest earnings on, affect cost of 
insurance, 124, 134 
benefit policyholders, 24, 122 
offset insurance expenses, 21, 
135 

trends m, 130 
portfoho of, 126 
selection of, 126 
stabihty of, 129 
valuation of, 87 
yields of, 130 

{See also Interest rates) 

Issue, amounts of msurance, dis- 
tribution by branch, 58 

J 

Juvenile hves, apphcant's waiver-of- 
premium benefit, 212 
appheation signed by parent, 106 


Juvenile lives, average amount of 
msurance on, 207 
endowment insurance, criticism 
of, 195 

part of premium on family mem- 
bers used for, 207 
underwriting limits, 17, 206 
legal hmitations on insurance, 8n , 
256 

maximum insurance on, 17, 206, 
256 

monthly-pre^n^rum insurance 
hmit^, 206 

need for insurance on, 17, 205 
Ordinary insinance of, 7, 206 
policy provisions, 37, 255 
proportion of total company pre- 
mium on, 206 

L 

Lapse Register {see Life-and-Lapse 
Register) 

Lapses, 216 

according to family premium and 
income, 226 

affected, by automatic premium 
loan, 279 

by economic conditions, 19, 218 
by method of dividend pay- 
ment, 185 

by programing, 219 
average amount of premium pay- 
ments on, 229 
causes of, 218, 221, 223 
defined, 20n , 217 
early, 220, 226, 227 
effect on agents^ compensation, 66, 
67, 225, 227 

without further value, 217, 229 
measures to reduce, 53, 219, 223 
notice to pohcyholder, 43, 80 
options on {see Nonforfeiture 
benefits) 

Ordinary vs Industrial, 21 7n 
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Lapses, in other financial programs, 
221 

proportion of total premiums on 
terminations by, 229, 378 
rates, 19, 217 
reduction in rate, 227 
volume of sales not correlated 
with lapse rate, 225 
{See also Conservation ; Per- 
sistency, Remstatement, Ter- 
mination) 

Legal regulation and supervision, 85, 
124 

Length of agents' service, 18, 70 
Level-net-premium reserve, calcu- 
lation of, 159 

comparison with Commissioners 
Reserve Valuation Method, 
370 

ignores higher initial expenses, 165 
Level-premium system, 5, 151 
makes possible a nonforfeiture 
benefit, 169 

requires accumulation of reserve 
fund, 151, 159 

Level reserve net premium, 159 
Liabilities, valuation of, 89 
License fees, 326 
Licenses, agents', 63, 94 
companies', 87 
Liens, interest rate on, 40 

nonforfeiture value decreased by, 
169 

on premiums vs. automatic pre- 
mium loan, 280 
on remstatement, 40 
on reinsured policies, 90 
{See also Loans) 

Ldfe-and-Lapse-Register, facsimile, 
288, 289 

preparation of, 76, 80, 287 
Life conservation work {see Health 
work for policyholders) 


Life Insurance Adjustment Bureau,, 
214?i. 

Limit, of amount of insurance or 
premium, 16, 17, 205, 208, 256 
of expense, 94, 138, 321 
of surplus, 181 

Limited-premium-payment life plan 
of insurance, 8, 210 
Liquidations {see Solvency) 

Lives not taken, 109 
Loading, defined, 165 

how added to basic premiums, 
155, 352 

Loans on policy, affect expenses, 33, 
133n , 196 

automatic premium, 42n , 267, 278 
made from departmental funds, 
122 

Ordinary vs Industrial, 44 
not required on certain Ordinal y 
endowments, 197 
reason for not having in Indus- 
trial, 33 
{See also Liens) 

Loss-of-eyesight-or-hmbs benefit {see 
Disability) 

Lost policy, 31, 79 
Lower-income groups, mortality 
among, 101 

M 

Mail-order sale of insurance, 51 
Managers, 54, 64, 225 
Marketing organization (see Agency) 
Matured endowments, amount of 
payments, 193 
maturity dividends on, 186 
procedure in payment of, 59, 82 
proportion of total premiums on 
terminations by, 20, 228, 378 
Maturity dividends, 186 
Maximum insurance or premium on 
one life, 16, 17, 205, 208, 256 
Mechanization of work, 76, 84 
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Medical examination, 102, 107 
Military or naval service (aee War 
risk) 

Minimum insurance or premium on 
one policy, 7, 12 
Minimum reserve, 159, 162, 167 
Minors, application for insurance on, 
106 

facility-of-payment provision, 32, 
260 

{See also Juvenile lives) 
Misrepresentation prohibited, 94 
Misstatements in applications, 10, 34 
(See also Age, misstatement of) 
Modified-net-premium reserves, 165, 
369 

amount compared with level-net- 
premium reserve, 166 
effect on nonforfeiture values, 172 
Monthly-premium insurance, appli- 
cant's waiver-of-premium bene- 
fit, 212 

basis of gross premiums for, 353 
collection commission on, 67 
conversion to (see Conversion) 
debit system used for, 53 
definition of monthly-premium- 
debit insurance, 53 
endowment policies, 196, 209, 211 
expense compared with weekly- 
premium expense, 142 
expense same for Industrial and 
Ordinary, 145, 321 
historical development of, 11 '' 
issued compared with weekly- 
premium issued, 58, 210 
maximum and mmimum amount 
of pohcy, 209 
m Ordinary companies, 12 
as part of family msurance pro- , 
gram, 13 
plans of, 211 

premium accounting, 57, 290 
premium rates, 158, 353 


Monthly-premium insurance, re- 
sponsible for some reduction in 
expense rate, 145 
Moratorium on mortgages, 129 
Mortality, affected by withdrawing 
pohcyholders, 171 
decrease m Industrial, 112, 301 
as element in dividends, 182 
in nonforfeiture values, 173 
in premiums, 134, 149, 153, 342 
m reserves, 159, 162, 357 
popular misconception of effect on 
cost of insurance, 167 
select period, 103n 
substandard, 100 
See also (Death rates) 

Mortality factors in underwriting, 
106 

Mortality standards in classifying 
risks, 100 

Mortality tables, American Men, 
176, 351 

Commissioners 1941 Standard Or- 
dmary, 366, 375 

currently used for determining 
nonforfeiture values, 44 
described, 342 

Standard Industrial of 1906, 134, 
162, 342 

of 1941, 44, 134, 162, 167, 173, 
176, 252, 351, 354, 366, 375 
Substandard Industrial of 1941, 
44, 351, 355, 356 
Mortuary dividends, 186 
Mothers, average amount of insur- 
ance on, 207 

need for insurance on, 205 
Motion pictures (see Health work for 
policyholders) 

Mutual compames, Industrial assets 
of, 24 

reqmred to distribute divisible 
surplus, 155, 181 
three large companies are, 11 
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N 

National Association (formerly Con- 
vention) of Insurance Com- 
missioners, 85 

annual statement prescribed by, 
86, 87 

Commissioners reserve valuation 
method, 168, 366, 369 
committee on new mortality table, 
111, 119, 167 

Group life insurance, definition, 
234 

organization of, 85 
proposed Industrial standard pol- 
icy provisions law, 93, 274 
standard nonforfeiture law, 93, 
172, 372 

standard reserve valuation law, 
167, 365 

valuation of assets, 87 
zone system of examinations, 91 
National income, 218 
National Service life insurance, 50 
Needs fulfilled by Industrial life in- 
surance, 189 

Negroes, mortality among, 107, 111, 
113, 301 

Net cost {see also Cost of Industrial 
insurance), 143, 330 
Net increase, 65 
Net-level-premium reserve, 159 
Net premium, 149n 
Nonforfeiture benefits, 169 
automatic, 42, 197, 269 
cash (see Cash surrender) 
Commissioners proposed standard 
law for, 172, 275, 372 
endowment insurance, 42 
historical development of, 8, 197 
Industrial vs. Ordinary, 44 
loans (see Loans) 

minimum period when available, 
9, 42, 171, 173, 197, 199, 267 


Nonforfeiture benefits, notice to 
policyholder, 43, 80 
paid-up insurance, vs automatic 
premium loans, 42n , 278 
automatically available, 42, 197 
current, 177, 178 
defined, 9 

dividends on, 40, 42 
how amount is determmed, 169, 
176 

pure endowment, 42 
usefulness of, 197, 214, 216 
pohcy provisions, current, 41, 246 
Industrial vs Ordinary, 44 
legal standard. New York, 269 
proposed by Commissioners, 
172, 275, 372 
of 31 companies, 267 
premium loan, automatic, 42, 278 
{See also Nonforfeiture values) 
Nonforfeiture laws, 93, 172, 198, 372 
Nonforfeiture values, 169 
adjusted premium method of com- 
putation, 173, 373 
basis of, 44, 252 
current, 175 
defined, 169 
determination of, 169 
early fund less than level-net- 
premium reserve, 165 
effect of strengthening reserve 
basis, 174 

minimum required by law, 171, 
- 173, 175 

relation to reserve, 172 
Nonmedical insurance, 102 
Nonparticipating insurance, 155 
Nonprofit {see Mutual companies) 
Notice to policyholders, of non- 
forfeiture benefit, 43, 80 
in policy, 30, 253 
of policy becommg fully paid-up, 
80 

in premium receipt book, 282 
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IfuHibw, of agents, 55 
of employees, 73 
of Industrial policyholders, 3 
Nursing service (see Health work for 
policyholders) 

0 

Occupational restnctions in early 
policies, 9 

Officers of company, 72 
One-yoar term msuranoe, 150 
Option, to convert (see Conversion to 
different form of insurance) 
to return policy within 2 or 3 
weeks of issue, 36, 46, 243, 266 
Optional modes of settlement, 45 
Options, dividend, 45, 145, 183, 196 
Ordmary-Industrial companies, de- 
fined, 6 

Ordmary hfe insurance (see specific 
subjects) 

Ordinary life insurance companies, 
defined, 6n. 

Ordinary-life plan of insurance (see 
Whole hfe) 

Organization and functions, of 
agency, 54, 74 
of district offices, 54 
of home office, 72 
Overinsurance, 203, 226 

P 

# 

Paid-up dividend additions (see 
Dividends) 

Paid-up policies, through payment 
of all premiums, 59, 80 
(See also Nonforfeiture benefits) 
Pamphlets (see Health work for 
pohcyholders) 

Participating insurance, 155 
Participation, Industrial vs. Ordi- 
nary, 45 


Participation, of nonforfeiture insur- 
ance, 40, 42 

policy provisions, 40, 244, 268, 275 
three large companies are mutual, 
11 

(See also Dividends) 

Paydays, wage earners’ frequency 
of, 208 

Payments to pohcyholders, cash sur- 
render values, 19, 199, 218 
compared with company income, 
136, 194 

death claims, 190 
Group hfe msurance, 239 
loss-of-eyesight-or-hmbs, 192 
matured endowments, 193 
total, excejp} dividends and pre- 
mium refunds, 23 

Persistency of premium payments, 
19, 53, 216 

(See also Lapses; Termination) 
Personal solicitation, need for, 49 
Plans of insurance, defined, 8 
kmds issued, 210 

(See also Endowment, Limited- 
premium-payment hfe, Term , 
Whole hfe) 

Pohcy, changes (see Adjustments, 
Conversions) 

endorsements on (see Endorse- 
ments) 

form, specimen of 1879 edition, 
240 

of 1943 edition, 241 
is entire contract, 35, 242, 268, 275 
loans (see Loans) 
provisions, 27 

conformity with statutes, 35, 
246 

drafting of, 76 
Industrial vs. Ordmary, 44 
liberalization of, 8 
of 1879 edition, 240 
of 1943 edition, 241 
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Policy, provisions, standard, 92, 268, 
274 

State legulation of, 92 
of 31 companies, 258 

{Bee also specific provisions) 
Policy exhibit, 86, 377 
Policyholders, index of names, 141 
number of Industrial, 3 
payments to {see Payments to 
policyholders) 

Post Office life insurance. Great 
Britain, 49 

Prehminary term reserves {see Modi- 
fied-net-premium reserves) 
Premium credit dividends {see Divi- 
dends) 

Premium income, relation to total 
income, 137, 139 
Premium loan {see Lions, Loans) 
Premium payments, accounting for, 
7, 56, 281 

m advance, 81, 287 
agent^s services in receiving, 52, 
57, 63, 227 
arrears, 39, 287 

average amount per family, 52 
change to less frequent {see Con- 
version) 
direct, 11 

expense charge only 3 per cent 
more than for Ordinary, 144 
facilities for, 53 
histoiical development, 11 
, Industrial vs Oidmary, 45 
notice of privilege in premium 
receipt book, 283 
on Ordinary policies, 53 
policy provision, 40, 245, 266, 
270 

procedure for making refund 
allowance, 79 
proportion of, 11 
in proportion to all forms of 
protection, 14 


Premium payments, direct, reduces 
net cost, 144, 339 
responsible for some district 
office expense, 140 
for some reduction in expense 
rate, 145 

serviced by special agents, b^n 
dividends applied as {see Divi- 
dends) 

effective date of first payment, 36 
method of receiving. Industrial vs. 
Ordinary, 62 

need for agent^s service, 7, 52 
policy provisions, 38, 242 
receipt for, 36 

{Bee also Premium receipt book) 
relation to family income, 16, 203 
waived, on death of parent, 212 
on disability {see Disability) 
{Bee also Grace period) 
Premium rates, accidental-death 
benefit, 156, 353 
basis of, 134, 149, 351 
calculation of, 149 342 
comparison of Industrial and Ordi- 
nary, 331 

current Industiial, 157 
disability benefit, 156, 353 
discrimination forbidden, 94 
effect of mortality and interest, 
134 

gloss, 149, 152, 351 
how quoted, 156 
juvenile lives, 256 
loading in, defined, 165 
loss-of-eyesight-or-limbs benefit, 
156, 353 
net, 149 

other than annual, 353 
retroactive reductions, 186 
safety margins in, 134, 153, 180 
specimen, 157 
substandard, 100, 356 
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Premium receipt book, 7, 67 
dividends credited in, 78, 285 
facsimile, 282, 283, 284 
premium accounting, 281 
Premium taxes {aee Taxes) 

Profit sharing (see Dividends) 
Programing, 14, 52, 202 
agent^s record of insurance in 
family, 285 

distribution of insurance in family, 
204 

frequency of premium payment, 
208 

influence on lapse rate, 219 
relation of premiums to income, 
16, 203 

services of agent m, 52, 68, 202 
underwriting by agent, 108 
Psychological cause of lapse, 221 
Punch-cards, use of, 76 
Pure endowment, 42 

R 

Rating of age, 100 
Rebates prohibited, 94 
Receipt for first premium, 36 

{See also Premium receipt book) 
Reduced paid-up msurance (see Non- 
forfeiture benefits) 

Reduction of premiums, 213 
Refund for direct payment of pre- 
miums {see Premium payments, 
direct) 

Regulation, governmental, 85, 124 
Remstatement, hberal practices fa- 
cihtate, 39, 279 

overdue premiums, requirements 
as to payment, 39 
policy provision, 39, 242 
historical development, 10 
Industrial vs Ordinary, 46 
legal standard, 269, 276 
of 31 companies, 265 


Remstatement, services of agent m, 
58 

underwriting of, 39, 74 
when family financial status im- 
proves, 214 

Reinsurance of insolvent companies, 
90 

Rejected death claims, 81 
Relief families, restrictions on new 
insurance, 204 

Rents, district-ofl5ce and home- 
office, 140 

Replacement not to insured's ad- 
vantage, 39, 66 

Repurchase of pohcies {see Cash 
surrender) 

Reserve, 209 

accfdental-death benefit, 168, 363 
as basis of nonforfeiture values, 
44, 172, 176 
change m basis, 174 
Commissioners reserve valuation 
method, 168, 366, 369 
computation of, 77, 87, 159, 357 
contingency {see Surplus) 
defined, 151, 169 
disability benefits, 168, 363 
effect of interest rate used, 164 
of mortality table used, 162 
Illinois Standard, 166, 369 
laws regarding, proposed, 167, 
175, 365 

minimum aggregate amount, 159, 
162, 167 

modified-net-premium, 165, 369 
necessity for, 151, 161, 359 
prehmmary term system, 165, 369 
proportion of total liabilities, 89 
reason for increase in total, 161 
supplementary benefits, 168, 363 
valuation method, Commissioners, 
369 

verified by insurance department, 
87 
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Reserve funds, available for non- 
forfeiture benefits, 173 
proportion withdrawing members 
entitled to, 170 

Reserve net annual premium, 159, 
357 

Restrictions in early policies, 9 
Return of premium within 2 or 3 
weeks of issue, 36, 46, 243, 266 
Revival (see Reinstatement) 

Risks, selection of (see Underwriting) 

S 

Salaries, district-office and home- 
office, 140 

and wages, amount of, m U S , 218 
Sales (see Selling) 

Savings, absence of, in lower-income 
^ families, 189, 193 
Savings bank life insurance, 50 
Sears Roebuck, 51 
Select mortality, 103n 
Selection, adverse, at surrender, 171 
of agents, 61 

of applicants for insurance (see 
Underwriting) 
of investments, 126 
Selling, 14, 49, 202 
without agents, 49 
commission (first-year) (see Com- 
pensation of agents) 
expense of, 138 

misrepresentation, discrimination, 
rebates prohibited, 94 
and programing insurance (see 
Programing) 

Separate-experience-mortality meth- 
od, 101 

Settlement of claims (see Claims, 
Death Claims) 

Settlement options, 45 
Signature to applications, 106 
Social Security, 52, 141, 190, 210 


Solvency, companies' record of, 89, 
129 

depends on maintaining adequate 
funds, 122, 159 
Sound-health clause, 262 
Speculative insurance, 31, 108, 256 
Standard Industrial Mortality Table 
of 1906, 134, 162, 342 
of 1941, 44, 134, 162, 167, 173, 
176, 252, 351, 354, 366, 375 
Standard policy provisions, 92 
Commissioners' proposed law, 93, 
274 

New York law, 268 
State regulation and supervision, 85, 
124 

Statement, annual {see Annual state- 
ment) 

Stock companies, 11, 155 
Substandard Industrial Mortality 
Table of 1941, 44 351, 355, 356 
Substandard insurance, 100 
basis of gross premiums for, 356 
in connection with conversion to 
Ordinary, 215 
Suicide, 9, 46, 262, 273 
Superintendent of agencies, 74 
of insurance, 85 

Supervision, governmental, 85, 124 
Supplementary benefits, applicant's 
waiver - of - premium benefit, 
212 

{See also Accidental-death bene- 
fit, Disability) 

Surplus, 180 

distribution of, 181 
exhibit of changes in, 86 
factors which affect amount re- 
quired, 180 
legal hmits on, 181 
used to meet new’’ business ex- 
pense, 165 

{See also Participation, Divi- 
dends) 
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Surpltts earnings, defined, 181 
Surrender within 2 or 3 weeks of 
issue, 36, 46, 243, 266 
Surrender charge, 172 
Surrender dividends, 170n , 186 
Surrender values (s€6 Cash sur- 
render values) 

T 

Tables, ©f benefits (see Premium 
rate# 

of mortality (see Mortality tables) 
Taxes, compared with income, 137, 
139, 141 

Federal, 141, 327 
state, 141, 326 

Ten per cent refund for direct pre- 
mium payments (see Premium 
payments, direct) 

Tenure of service,, agents^, 18, 70 
Term insurance, 8, 150 
paid-up (see Nonforfeiture bene- 
fits) 

Termmation, modes of (see Cash 
surrender, Death claims, Ex- 
piry, Lapses, Matured endow- 
ments) 

m other financial programs, 221 
relative importance of various 
modes of, 228, 377 
(See also Lapses; Persistency) 
Tertmnation dividends, 170n , 186 
Territory, 74 

Total-and-permanent disability, 45 
Training of agents, 62 
by assistant managers, 56, 63 
in selmg and programing, 202, 
225, 226 

{See also Selection of agents) 
Transfers, 79, 285 
Trend of mortality, 112, 301 
Turnover ®f agents, 70 
Two-weeks’ clause, 36, 46, 243, 266 


U 

Unassigned funds (see Surplus) 
Unclaimed matured endowments, 
82 

Underaverage risks (see Substandard 
insurance) 

Underwriting, 99 

in accordance with means and 
needs of family, 16, 202, 219 
affects mortality, 100, 114 
conversions, 41 
defined, 99 

dependents, 17, 205, 256 
housewife, 17, 206 
Industrial vs Ordinary, 99 
juvenile lives, 17, 206, 256 
limits of insurance or premium 
on one life, 16, 17, 205, 208, 
^ 256 

mortality standard for, 100 
procedure, 74, 108 
reinstatements, 39, 74 
rules, 100, 108 
formulation of, 75, 77 
substandard insurance, 100 
{See also Adjustments, Pro- 
graming) 

Unemployment, effect on persist- 
ency, 20, 218 

U.S. Defense Savmgs Bonds termi- 
nations, 222 

U S. Government National Service 
life msurance, 50 

V 

Valuation {see Assets, Liabihties; 
Reserve) 

Visitmg-nurse service {see Health 
work for policyholders) 
Voidance {see Incontestability) 
Voltoie of life msurance, 233 
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W 

Wage earners, insurance on, ade- 
quacy of, 190 

average amount of, 190, 207 
family program centered 
around, 17, 204 
need for, 189 

purchased at different times, 
209 

recorded in Debit Book, 285 
number m lower-income families, 
205 

other than Industrial insurance 
for, 11, 190 
payday frequency, 208 
premium outlay of family on, 207 
waiver of premium on death of, 212 
Wages and salaries, amount of, m 
U S , 218 

Waiver of premium, on death of 
applicant, 212 
(See also Disability) 

War risk provisions, 36 
as to accidental-death benefit, 38, 
244 


War risk provisions, legal standard, 
272 

as to loss-of-eyesight-or-limbs 
benefit, 38, 243 
specimen, 254 

Warranties, in early policies, 9 

Weekly-premium insurance, changes 
from (see Conversion) 
need for, 14, 208 

Welfare (see Health work for policy- 
holders) 

Whole-life plan of insurance, 8n , 210 

Wisconsin State Life Insurance 
Fund, 49 

Women, Ordinary insurance of, 8 
proportion employed, 205n. 

(See also Housewife) 

Y 

Yield, of companies' investments 
(aec Investments) 

Z 

Zone system of examining com- 
panies, 91 



